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RETRAINING OF DISPLACED WORKERS 



„TIJESDAY, JUJi^Y 31, 1984 

House OP Representatives, 
Subcommittee on Economic Stabilization, 
Committee on Banking, Finance and Urban Affairs, 

Washington, DC. 

The subcommittee met, pursuant io notice, at 9:40 a.m., in room 
2220, Rayburn House Office Building, Hon. Mary Bose Oakar pre- 
siding. , 

Present; Representatives Vento, Dakar, Coyne, Levin, Torres, 
Shumway, and Wortley. 

Ms. Oakar. The subcoiAmittee wilbcome to order. 

The House Banking Economic Stabilization Subcommittee is 
holding hearings today on an issue critical to our Nation's ability 
to remain competitive— job retraining. I asked for this hearing be- 
cause of the importance of examining the linkage between industri- 
al competitiveness and retraining. - * 

Th6 Economic Stabilization Subcommittee ha^ held extensive 
hearings over the past year on how to make American industry 
"tompetitive at home and abroad. I want today to explore, in a bi- 
partisan manner, innovative approaches to job retraining that will 
allow our Nation's workers to contribute fully to this effort: I 
would likb to give special thanks to Chairman LaFalce for the op- 
portunity to examine this issue. 

Retraining and industrial competitiveness go hand-in-hand. To 
remain competitive, American businesses must utilize state-of-the- 
art equipment and production methods. At the same time, Ameri- 
can workers must be able to adapt to the new equipment and pro- 
duction techniques. This places great burdens and responsibilities 
on business and labor. New approaches are required to assist both 
business and labor and our Nation as a whole. 
/ The issues we are addressing today are of great concern to the 
Northeast-Midwest Congressional Coalition, which comprises over 
200 Members of Congress, dnd in particular, to its Task Force on 
Employment and Training which I cochair with Representative 
Sherwood Boehlert of New York. 

The Coalition, whose members represent our Nation's industrial 
heartland) has devoted the past year-and-a-half to examining thfe 
changes in American industry and the American workplace and 
ways to prerare our country and our region for the future. Last 
year, it held hearings in seven cities on various aspects of this 
problem. The Coalition then convened a national conference last 
October on Shaping the Workforce of the Future. Following the 
conference, jt established the Task Force on Employment and 
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Training to develop and work for the adoption qf the employment 
and training agenda for tfie next several years. 

The goal of all of us today is to ease the adjustment of business 
and labor to the profound transformation the American economy is 
undergoing. Old mainstay^ndustries tire shrinking and adopting 
new production methods. NeW industries are emerging whicn re^* 
Quire new skills. These changes are placing great <temands^ on 
American workers. We see these changes in the scaling back of the 
nteel and automobile industries, in the increased use of robots and 
computers in those old industries, in the growth of high technology 
industries, and in the great expansion of jobs in the service sector 
of our economy. 

These changes have been occurring at a time when the U.S. 
econoniy has experienced a very severe recession. While the econo- 
my has been recovering, the recovery has Hbeen stronger in ^ome re-, 
gions than in others. 

In my home State of Ohio, for example, kecovery has lagged and 
the uneihployment rate is still higher than the national rate. This 
lag is also seen in other Midwestern States, and in pnockets in other 
States around the country. Thus, jobs remain as critical an issue as 
training. Jobs and training cannot be separated. Many of the new 
jobs bemg created today require new skills. These new skills can 
only be acquired through training. Job creation and retraining are 
the keys to rebuilding the U.S. economy. If enough good jobs can be 
created in a timely manner and if American workers can be pre- 
pared for those jobs, then we can make the economic changes that 
we must with speed, grace, and confidence. ' 

Today's heanng will examine(vthe actions that are necessary to 
ensure that Ammcan workers are equipped with appropriate 
sk?Us. ^ 

Our region end our Nation must assure that they are never 
caught short again. A recent repprt by Cleveland's Ameritrust Cor- 
poration on the Midwest's economic outlook put its finger on our 
most critical need— keeping our workers up-to-date. 

As the Economic Stabilization Subcommittee considers the jobs 
and trainihg issue, it 'must remember that workers will have sever- 
..al jobs throughout their lifetime, something we seem to have for- 
gotten in the past. Trainii:g and retraining are thus essential and 
go hpid-in hand with job creation. We need concrete, well-thought- 
out programs to give workers the means to get this retrainmg. 
These programs must provide workers with the security to adapt to 
change. Tney must also assure that our workers will no longer find 
the future frightening. 

I have first-hand experience witli this problem. I have visited, 
along with my colleagues on the Coalition Task Force, factories and 
training facilities and have met with people on the frontline of job 
training. We have visited many facilities in one region, including 
the Polaris Joint Vocational Center in Greater Cleveland, one of 
OHb's outstanding vocational trainihg facilities. I spoke with many 
unemployed workers who were unable to receive needed retraining 
simply because they could not afi'ord the $1,000 tuition. 

I wan', to add here that we le-^ .v. ^n our visit that the Polaris 
Center ,ias a tremendous recoro of placing workers in jobs after 
they co.npleted their training program. Whenever they retrained 



people, the job was out there waiting for them. Without the train- 
ing, they could not get the job., a 
fk*^® mI®^* convinced me of the need for programs and initiatives 
that will make sure that workers will be able ^ receive the train- 
ingto allow tl>ein to get the new skills that their jobs will require. 
iqS?®S2^JSo*® National Individual Training Account Act of 
iy84--IWl. 4832-which two of my colleagues, Dick Durbin and 
Sherry Boehlert, will discuss today. The bill was introduced earlier 
this year by the Northeast-Midwest C!ongressional Coalition and its 
.lask Force on Employment and Training. Tliis hill would allow 
workers to set up a tax-sheltered savings account to pay for needed 
retraining. It is the type of innovative, resultoriented program 
that will make retraining available to workers. It is the type of co- 
operative, long-term approach that the times call for. It is the type 
J^^^^ provides the security to adapt to change. 
The ITA addresses an important facet of the job problem. Other 
initiatives lare needed to address the problem on a broad front. 
There are other very fine Mils that my colleagues have introduced 
that we will also be discussing today. 

Thus, we face this critical need to develop innovative programs 
for retraining. We need to examine the problem. »' 

I would really be remiss if I did not thank'the staff of the North- 
east-Midwest Coalition as well as the staff of this subcommittee 
and my own staff for the excellent.work they have done 

I want to pay special recognition to my colleagues on the other 
side of the aisle, Nancy Johnson and Bill dinger. They have also 
done very, very thoughtful work on this issue, and we are very 
happy that they are here as well. 
[Ms. Dakar's opening statement follows;] 
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Statkmbnt of C0NORB88WOMAN MAfi\ Rose Oakar 

The Subcommittee will come^to order. - " ^ 
The Mouse Eankinc Economic Stabilization Subcommittee 'is 
holding hearings today on an issue critical to cur kation s ^ ^ 

ABILITY to remain COMPETITIVE JOB RETRAINING. I^SKED F( R 

this hearing b€cal(^e of the importance of examining the linkage ^ 
between industrial competitiveness and retraining. 

The Economic Stabilisation Subcommitjee has held extensive 
hearings over tkte past year^on how to make american industry 
competitive at home and abroad, i wfnt today to explore 
innovative approaches to job retfia.ini no that will allow oyr 

nation's workers to contribute , fully to this EFFORT. 1 WOUI.fl 

LIKE TO GIVE SPECIAL THANKS TO CHAIRMAN LaFaLCE FOR THE CPF'CPTUNITY 

Ta EXAMINE THIS ISSUE. ^ j 

"Retraining and indugtrial coxpetitiveness go hand- in-hand. 

■To REMAIN COMPETITIVE, AmEKICAN BUSI.NESSES MUST UTlLPzE STATE-'OP- 
THE-ART EQUIPMENT^AND PRODUCTION ME'^HODS. At tAe SAME TlMH, 

American workers must be able to adapt to the new equipment an^ 
production techniques. This places great burdens and responc^ibil- 

ITIES on business AND LABOR. NeW APPROACHES ARE REQUIRED TO 
ASSIST BOTH BUSINESS AND LABOR AUD OUR NATION AS A WHOLE. 

The issues we are addressing* today^ are of great concern TO 
THE Northeast-Midwest Congressi&nal Coalition and, jn particular, . 
TO its Task Force on 'Employment and Training which 1 co-chair ' 
with Rep. Sherwood Eoe^lert of Jew York. ^ .. 

The 'Coalition, whose members represent our nation's uiDUvTriAi 
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HEARTLAND^ HAS DEVOTED^HE PAST YEAR AfilD A ftAL? TQ. EXA/UNIN6 
THE CHANGES IN AmeRKAN INDUS'^RY AND THC AMERICAN WORKPL^fE 'A;>iD 

ways to prepare our country an^ our regiok for the futur%. ' 
Last year.'^t hcld hearing? in seven' cities on various aspects 

•OF THIS PROBLCM^ ThE CoALITICN THEtT CONVENED A NATI^ONAL CflN" 
FERENCE LAST OcTOBER ON SHAPING f?iE VIOf^KFORCE OF THE. FuTURfc . 

Following the conference, it established the Task Force on 
Employment .AND Training to develop and work for the adoption of 

THE EMPLOYMENT ^^ND TRAINING AGENDA FOR THE NEXT SEVERAL YEAP.S> .. 

V • t , 

The goal of all of* today is to ease the adjustment of , 

" BUSINESS AND LABOR TO THS PROFOUND TRANSFORMATION THE AMERICAN 
ECONOMY IS UNDERGOING. ^ OlD MAINSTAY INDUSTRIES AfiE SHRINKING AND 
ADOPTING NEW PRODUCMON METHOD^. New IfHKJSTRIES ARE EMERGING 
WfiKH REQUIRE NEW SKILLS.- ThESE CHANGES ARE4>L^CI^G GREAT DEMANDS 

ON American workers. We see these changes in the scaling back 

OF the steel AND AUTOMOBILE INDUSTRIES, IN THE INCREASED USE OF 
ROBOTS AND COMPUTERS IN .THQSE OLD IND'JSTRItS, IN THE GROWTH OF 
HIGH TtCHNOLOG^ INDUSTRIES/ AND .IN THE GREAT EXPANSION OF JOBS IN 
THE SERVICE SECTOR OF OUR' ECONOMY. 

These changes have been occurring at a tim^ when the-U.S. 

ECONOMY HAS E XP»IENCED.. ITS WORST RECESSION IN OVERDO YEAR'S. 

.While the economyras been recovering/ ^th^ recovepy has be^n 
stronger in some regions than ifj others. 

In. MY HOME SIATE OF OhIO/ FOR EXAMPLE/ RECOVERY HAS lAO^-tn 

a;id The unemplo^ent pate is still higher than the national ^au. 
i 



This la^ is al^o^een in other fliowEsfERN states^. Thus, for * 
THE Midwest,, jobs remain as critical an issue as training. 
Jobs and trainTng ^^annot be separated, Many 0F^tHE'NEv^ 

JOBS BEING CREATED tODAY REQUIRE NEW SKILLS. ThESE NEW' SKILLS 

CAfJ ONLY BE ACQUIRED THROUGH TRAlNINu.^ JOB CREATION AND 
*"RETRAlNlfiG ARE, THE KEYS 'TQ Rg^BUlLDlNG THE U.S. ECONOMY. !f 

E^IOUGH G00D^J0B§ CAN BE CREATED IN A . T IMELY ^MANNER ^ND IF AMERICAN 
•WORKERS CAnW PREPARED FOR THOSE JOBS, ThEn\e CM MAKE THE * 

ECaNOMIC CH/fiGE? THAT WE MUST WITH SPE£D, GRACE ANIMIONF I DENCET. 

Today':, hj:a81ng wilI/Examine the actions that will be * ' 

^;<FCESSARY TO INSOftE THAT AMERICAN WRKERS ARE EOUIPPE? WITH ' 

appropriate skills. ^ 

Our region and our nation must assure that they are nevSI^ 

CAUGHT SHORT AGAIN. A RECENT REPORT BY CLEVELAND'S AmERITRUST • 

Corporation on the Midwest's economic outlook put its finger on 
our most critical need keeplttg our workers up-to-date. 
, As THE Economic Stabilization Subcommittee considers the 

JOBS AND TRAINING ISSUE, IT MUST REMEMBER THAT WORKERS WILL HAVE 
SEVEHAL JOBS THROUGHOUT THEIR LIFETIME. TRAINING AND RETRAIN!.\'G ' 
ARE THUS ESSENTIAL AND GO HAND"JN-HAND WITH JOB CREATION. Wfc ■ 
r.EED CONCRETE, WELL" f HOUGHT- OUT PROGRAMS TO GfvE WORKERS THE MEANS 
TO GET THIS RETRAINING. iHilSE P??OGRAMS MUST PROVIDE WORKERS 
•WITH THE SECURITY TO ADAPT TO CHANGE. ThEY MUST ALSO ASSUME THAT 
OUR V.'O.^KERS WILL NO LONGER FIND THE FUTURE FRIGHTENING. 

l^HAVE FIRST-HAND EXPERIENCE WITH THIS PROBLEM. 1 HAVE 
VISITED, ALONG WITH MY -COLLEAGUE S ON, '^HE* COAL 1 1 1 ON TaSK FoRCE, 
FACTORIES AND TRAlNIfJO FACILITIES AND HAVE MET WITH PEOPLE ON 
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^THE FRC^TLlNi OK JOB TRAINING.. In GREATER CuEVrtAND/ 1 
^VISITED; THE*f]5P)>RrS JoiNT VOCATIONAL Ce^NTER, ONE OF OhIO'^'OUT-, 

STANDING VOCAIIONAL TRAIIMNO FACILITIES.^ 1 SPOKE WITH MANY • 
'UNEMPLOYED WORKERS WH(J V-i£^R]^nABLE TO R§CElVf NEEDED RETRAINING 

SIMPLY BECAUS€ THEY CGUL^b* NOT .AFFORD tJTe $1,*000 TUITION. 
. ' Th^ ViSfT' CONVINCED ME '4)f THE NEfD FOR PROGRAMS AND 

INITIATIVES tHAT WILL MAKE SURE THAT W0RI<Ef5fe I LL BE ABLE TO 

RtCElVE THE TRAlNING'^YO ALLOW THEM'TO GET THE NEW SKILLS THAT 

• \ ' 

THEIR •JX)BS WILL REQUlREl • 

Ofi|^pROGR^ IS TH^ National Individual Training Account Act 

OP ISS'l^H.P. ^5Z) WHLICM Tt^O OF MY COLLEAGIIES, DiCK PuRBIN \UD 

Sherry BoehC'ert, will discuss toDAY. Tre bill ji^as introduced 
f^rller this year by the northeast-hrdwest congressional 
Coalition and its Task Force on Employment and Training, This ^ 
bill would allow workers to set up a savings account to pay for ^; 

NEEDED RETRAINING/. It IS THE TYPE OF^NNOVATlVft RESULT-ORIENTED . 

' PROGRAM THAT Wru. MAKE RETRAINING AVAILABLE TO WORKERS. It IS 

THE TYPE OF CO-OPERATIVE, LONG- TERM,.APPROACH THAT THE TIMES CALL 

FOR. It is the type of program that PROVIDES TyE SECURITY TO 

ft * 

ADAPT TO tHANG?, 

e 

The ITA addresses an important faccj of the job*problem. 
Other ini;.iatives are needed to address the problem on a broad 
'front. One v/ould be the creation of*a truly national Jobs bank 
That would help* workers find jobs. Tnfs bank should "^e used-. 

BY THE BUSINESS COMMUNITY. AND HAV^ ALLOTYPES OF JOBS INCLUDED. 

The PROBLEM WE FACE TOBAY IS, THAT ONLY 2rSTATES HAVE ''AHTOMATED 



'JOBS BANKS AliD THAT THERE IS UO STANDARDIZED METROD OF IDtUTlFYING 

NEW OCCUPATIONS OR ^EL IM H>lAT I fK^ OBSOLETE ONES, MOREOVER^ Th£RE IS 

NO METHOD FOR ANTICIPATING CHAf,0ING LABOR NEEDS WJTHlN AND 

BETWEEN INDUoTRJES. 

« *** 

We need TO" IMPROVE" THE PUBLIC'S VIEW OF THE EMPLOYMENT 

Service and encourage jobseekers and employers to use its 
SERVICES, Moreover, we need to ensure steady funding for the 

PROGRAM AND WORK TOWARDS AN ON-LINE COMPUTER SYSTEM THAT WOULD 
LINK TERMINALS IN STATE AND LOCAL AGENCIES .TU A NATIONAL 
COMPUTER, THUS PROVIDING J NSTANTANEOUS INFORMATION ON ALL viOft 
•OPENINGS. 

We need to EXAMINE riOW TO REMOVE OBSTACLES J(, THE UNEMPLOYf^.ENT 
InSURA^E SYSTEM TO WORKERS RECEIVING TRAINING. TODAY, MANY 
STATES PROHIBIT OR MAKE IT VERY DIFFICULT FOR* DISPLACED WOf^KERS 
TO PARTICIPATE IN xTPAHUfJO PROGRAMS AT THE SAME TIME THEY ARE 
F*£CElVlNr, UfirSPi OYMUir BrNLKITS. IMIS IS COUNTER-PRODUCTUK 
UnEm'plOYMENT INSURANCE SHOULD NOT BE A BARRIER "^TO AN INDIVIDUAL 
GETTING RETRAINING Ti^Af-.WlLL CI VE HIM OR HER A NEW JOB WITH A 
rUTURE. 

MaNv "displaced WORKCRS N?ED RETRAINING TO HE COMPETENT IN 
NnWLY CREATED JOBS OR .MORE |RADITIONAL JOBS WHICH HAVE INCORPORATED 
NEW TECHNOLOGIES. YET MOST OF THE UNEMPLOYED^ MANY WITH 
FAMILIES TO FEED AND MORTGAGES TO PAY, CANNOT AFFORD TO FO«GO 
UNEMPLOYMENT INSURANCE IN ORDER TO GET RETRAINING.. OuR" GOAL 
MUST BE TO DC EVERYTHING POSSIBLE TO GET PEOPLE PER.'^ANENTLY 
BACK TO WORK. 
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It is important that business^ labor and C0fi<3RE.SS WORK TOCuTHER 
TO DEVELOP NEW APPROACHES TO JOB TRAINING AND HELPING DISPLACED 
WORKERS FIND NEW JOBS. ThE CoALITIOn's TaSK FoRCE ON EMPLOYMENT 

AND Training rec'ognizes that we are breaking new ground .with the ITA 

BILL. AND OTHER INITIATIVES. We RECOGNIZE THAT A CONSENSUS IS NEEDED 
TO* ALLOW LABOR/ BUSINES? AND CONGRESS TO MOVE FORWARD WITH THESE NEW 
APPROACHES. 

To FORGE THIS CONSENSUS, MiMBERS OF THE TaSK ForCE AND I HAVE 
HELP INITIAL MEETINGS WITH BUSINESS AND LABOR TO GET THEIR SUGqESTlCNS 
AND VIEWS. We look FORWARD TO FUTURE MEETINGS. 

Our WITNESSES this morning will DISCUSS THE ISSUE OF RETRAINING 
FROM SEVERAL PERSPECTIVES AND THE NEW APPROACHES THAT ARE REQUIRED TO 
MAKE RETRAINING m INTEGRAL PART OF TuE EFFORT TO' ACHIEVE INDUSTRIAL 
COMPETITIVENESS. 

Ms. Oakar. So without .further ado, I wou\d like to ask Mr. 
Shumway, the ranking minority member, if he has an opening 

Mr. Shumway. Thank you, Madam Chairman.^ would like to 
join you today in welcoming the distinguished panel of witnesses 
whose testimony, I am sure, will prove to be very helpful to the 
subject of the displaced worker and our economic system and the 
appropriate role of the private and public sfectors in equipping its 
citizens with the replacement skills they need to work productively 
within our economy. 

I think we all agree there is a subject of great concern to us. We 
have had many hearings and debates in this subcommittee and 
elsewhere on the subject of competitiveness, industrial policy, and 
generally the change in the work force in America today. 

While we focus on thefe subjects, I think it is going to be impor- 
tant for us td try to strike some balance that will keep our econom- 
ic recovery alive, and yet malie the most productive use of our Na- 
tion's capital and our Nation's physical industrial structure and its 
work force. 

No doubt the debate will continue as to .ihe Federal role m and 
the most effective means by which to» encourage the physical mod- 
ernization and competitiveness of our industries. 

But I believe there is universal agreement on the need to bett^.r 
educate and train the industrial work force, particularly the dis- 
placed worker and the worker whose job may give way to the ad- 
vances of technology. . , . «. . 

However, from the profusion of proposals that have been offered 
and that will continue to be suggested in this regard, the task of 
the Cojigress will bsyto identify those which offer real hope at an 
accepta'ble price of meeting identiflable needs. 
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Further/ it seems to me any initiatives in the areas of re-educa- 
tion and retraining must out of marketplace realities involve pri* 
vate sector commitment. Without industry involved in this process, 
by both business and the work force, our economy cannot and will 
not be able to meet head on the forces dictated by market de- 
mands. i\ 

Madam Chairman, I ask unaninitgus consent to present my entire 
statement in the record and to revise and extend my remarks. 

Ms. Oakar. Without objection. Thank you very much. 

[The full text of Mr. Shumway's opening statement follows:] 

.1^ 
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statement of tne Honorable Norman 0. Shumway 
July 31, 1984 



Madam Chairman^ Members of the Subcommittee: I would like to join 
you today in welcoming our distinguished panel of witnesses whose 
testimony, I am sure, will prov. to be illuminating on the subjects 
of the displaced worker in ouv economic system, and the appropriate 
role of the private and public sectors in equipping its citizens 
with the replacement skills they need to work productively within 
our economy. I think we can all agree that this is a subject of 
great concern to us. Yet, must also recognize that it is inextricably 
linked to and the result of the dynamic forces which have caused our 
nation's economy to develop, grow and ultimately, to change. 

Members of this Subcommittee are all too aware of the current 
public policy debate on U.S. industrial competitiveness, U.-S. 
economic policy alternatives, 2md on proposals for a specifically 
defined U.S. industrial policy. While the outcome of that debate 
has not been reached, I do know that other factors, such as high 
federal budget deficits, togefiher with high interest rates # are 
endangering the future growth of this nation's economy, undermining ^ 
the ability of American industry to comptiBte in world markets, and 
exacerbating the adjustmenz ot necessary structural changes in our 
economy . 

Having paid the prfce for wringing a stubborn inflation of 15 years ^ 

in the making out of our Economy, we must now walk a very fine line 

to sustain the ongoing economic recovery in a vigorous and stable 

fashion to allow us to address our major structural problems, while 

not being so bouyantas to risk a resurgence of inflation* Perhaps 

the most critical issue emerging in the coiitext of this debate is 

how our nation's economy can absorb and successfully aujust to change^ 

within both our production and human resources. We have already made 

the successful transition from an economy and workforce based on 

agriculture to an economic structure based on manufacturing. Today > 

we are undergoing another structural adjustment in the composition 

of American industry as U.S. investment shifts from the traditional 

manufacturing sectors to new types of high** technology and services 

industries. This structural adjustment reflects an ongoing process 

in modem market economies; that is, the need to respond to market 

signals as well as to invest in areas of stable retxum, and to do 

so in the most efficient and competitive manner. ^ 

The dilemma posed by — and the cost of structural adjustment of 
our economic system, is the change in the job/skill mix of cur work*- 
force and the resulting displacement of workers whose existing jobs 
are not obsolete and whose skills are inadequate to fill new jobs 
available in the market. 
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Sustaining a sound •conomic system which will continue to be compe- 
titive viXX, in my mind, entail capital investment to modernize and 
make productive not only our nation's physical industrial structure 
but also its workforce. While the debate will continue as to the 
federal rcle in and the most effective means by which to encoura9e 
the physical modernization and competitiveness of our industries, 
I believe there is universal agreement on the need to better educate 
and train the industrial workforce, particularly the displaced 
worker and the worker whose job may give way to the advances of 
technology. However, f rem «the profusion of proposals that have 
been offered and that will continue to be suggested in this regard, 
the task of the Congress will be to identify those which offer real 
hope at an acceptable price of meeting identifiable needs. Further, 
any initiatives in the area of reeducation and f^training must, out 
of marketplace realities, involve private sector commitment. With- 
out industry involvement in this process — by both business and 
the workforce — our economy cannot ahd will not be abld' to meet 
head*-on the forces dictated by market demands. • 
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" Ms. OaKar. Mr. Coyne. 

Mr. Coyne. I have no statement. 

Ms. Oakar. Mr. Wortfey. 

Mr. WoRTLEY. I have no statement at this time. 

Ms. Oakar. Mr Torres. 

Mr. Torres. No statement, Madam Chairman. 

Ms. Oakar. Thank you. ' 

Our first witnesses are our colleagues. I am convinced that if we 
are ever going, to get anything done in the area of training and re- 
training or new approaches, it has to be done on a bipartian basis. 

So I a© very happy to have here today Representatives' Dick 
Durbih, Sherwood Boehlert, Nancy Johnson, and William Clinger. 
If they would please come up. 

I would like to J^eld to Mr. Wortley. 

Mr. Wortley. Thank you, Madam Chairman. 

I would iike to welcome my very distinguished colleague, Sher- 
wood Boehlert, a gentleman with whom I share many corftinon in- 
terests. We have common boundary lines. 

,Sherry is a very ablei, articulate, creative ahd effective Member 
of the House of Represeritatives. We welcome you here this morn- 
ing Mid look forward to your testimony. 

Mr Boehlert. Thank you very much. 

Ms. Oakar. Thank you very much. _ 
Dick, if you would like to begin, as the mtgor sponsor of o^e of 
the bills. ' 

STATEMENT OF HON. RICHARD J. DURBIN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF ILLINOIS 

Mr. DuRBiN. Thank you very much. I want to thank you as a col- 
league who has worked veiy hard on this concept and dutifully to 
make certain that we have mcreased the number of sponsors to the 
point now where there are 75 cosponsors of H.R. 4832, the National 
Individual Training Account Act. 

I might add, as has been noted earlier, this is a true bipartisan 
effort. I think that is the real strength behind' it. 

I should start any statement in relation to the Individual Train- 
ing Account by paying homage to Pat Choate, who sits beWnd me, 
who was the inspiration for this concept and, frankly, got me start- 
ed thinking as to how we might implement it and make it a worth- 
while program. 

And thenv of course, I believe credit must be given to the North- 
east-Midwest Coalition, wh:"!h provided both resources, energy «nd 
the kind of input that has been absolutely essential for developing 
this legislation. 

What has been interesting is what might have started out as a 
^ Midwest(r"n idea or an Eastern idea based on some of our .conomic 
problems has now attracted cosponsorsorship from ac oss the 
Nation. Because no matter what part of the country you n ight live 
in or the state of your economy, everyone is going to faci to some 
degree this very problem and have to grapple with it. 

I want to thank ydu for this hearing today. I believe for many 
people it will be their first opportunity to hear about the Individ- 
ual Training Account. 
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I have a statement to submit for the record, and I would like to 
summarize some of the mcgor. i)oint8 this morning. 
Although we are experiencing an economic recovery in some 
country, we are now seeing that this mass historic 
shift 111 the structure of our economy, and the decline of employ- 
ment in basic industries such as steel, the rise of new industries, 
"^^y®"*®"^ ^^^^^ ^ overseas locations, the penetration 
^ of U.S. markets by foreign companies are the most visible signs of 
these changes. 

These economic shifts are irreversible. No Government policy 
can spare American \/orker8 and industries frorr. the need to adapt 
to new realities. 

However, we can make the adaptation less painful than it is 
now. Worker displacement is high in many regions of the country, 
making some kind of adjustment assistance a necessity. 

As we look back in current memory in this century, possibly the 
m»jst successful program which we have had in our Nation's histo- 
ry in retraining workers and preparing them for new opportunities 
was the GI bill of rights. - 

As I travel across my district, some 99 town meetings I have had, . 
and talk about the GI bill of rights, without exception, someone 
will nod their head in the audience, yes, they went to school be- 
cause of the GI bill of rights or their father didi 

It touched so many people in a very positive way. We have to ask 
ourselves whether or not our commitment to the GI bill after 
World War II is being matched today, in our commitment to train- 
ing and retraining worker^. 

I cannot really say there is an objective criteria that is necessari- 
ly going to indicate whether we are meeting this need. But\ there is 
one statistic I would like to share with you. 

^^*o'y the:peak year of that program, called for 

spending $2.7 billion~l percent of our gross national product was 
used for upgrading our work force, primarily the returning veter- 
an. In 1984, we are spending, in the sum total of our training pro- 
gram tor people, to get them back to work, give them a chance, a 
total of about $4 to $5 billion. \ 

If we were spending the same 1 percent of the gross natiotial 

P j^<Joi^,?.n.^® ^P®"* °" 1949, we would have to 

spend $30 billion today. The amount of money we are spending as a 
nation for everyone's problems in comiparison to the GI bill is only 
t)ne-8ixth or one-seventh of the commitment we made in 1949 in 
relative comparison statistics. 

Th •urogram, I think, is important for several reasons. I think it 
IS \ 

A ^ ^. us could devise a program that would call for massive 
Federal spending to meet a massive problem. But the point is with 
the deficit of $200 billion that is a waste of time. 

It is not poing to be passed or enacted or signed by the President 
of either political party. The Individual Training Account takes a 
much different approach. 

It says that we are going to combine personal initiative and lim- 
ited Government involvement, and we are going to try to bring 
these two together to make a. program that is physically respon- 
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sive. It is up to the individual employee to make<the decision to get . 
into the program. ' ' . . 

It is a personal initiative thing. But I thmk ii is important that 
we start communicating to the people who are displaced today as 
well as our kids who are in high school thiat your education just 
doesn't end when you are handed that diploma and get your first 
job. 

For every single one of us the needs, the skills of tomorrow are 
going to require more training. We can get that point acros8|,iWith 
this approach. 

Second, there is limited government involvement. Much like the 
GI bill, the Federal Government has a limited role, it collects the 
money and invests it conservatively, approves the educational insti- 
tutions and makes certain there is no fraud. 

Beyond that, there is no massive Federal commitment. A very 
small percent^e of an employee's contributions to the ITA goes on 
to help defray the administrative costs. There are a couple of other 
things important about this program but are not obvious as you 
look at it the first time. , . . . • 

Oife thing it is going to do is increase personal savmgs in this 
country, because wM4cers are going to take money thlut they other- 
wise might spend and put it into a savftigs capacity. 

Tliat creates capital growth, something our country needs a great 
deal of. It will put use on the road perhaps of increasing that cap- 
ital pool so that we can increase our own investment in this coun- 
try and our own economic growth. 

And finally, I predict something else is going to happen if we 
move toward Individual Training Account. I think we are going to 
see a healthier degree of competition among educational institu- 
tions. ' , 11 

In my ariea, we have community colleges that are excellent, pro- 
prietary schoob that are very good, colleges, high schools. Imagine, 
if you will, 10 years from now, the Individual Trainmg Account is 
in place, we have a pool of millions of American workers who have 
$4,000 to spend on their training and retraining, and they start to 
shop around. They go to the community college and sit down with 
the counselor, before th^y sign up for the courses, and they ask a 
basic question— what is your success rate, how many people like 
myself have gone through your community college and gotten a 

^°At that point the educational institution teally has to be com- 
petitive. The people and the places that are taking people in and 
training them for dead-end positions, things with no future, are 
going to be found out. 

Instead, we are going to have a higher degree of competition in 
our society so that we will have some success. You have seen it in 
your own area, I am sure. Madam Chairman, in some of the pro- 
grams that have been very successful. 

This competition is something we need more of, and this pro- 
gram will move us in that direction. If we were smack dab in the 
middle of a recession today, about 12 , 13-, 14.percent national un- 
employment, we would need a much larger hall for this hearing, 
there would be television cameras banked along one side, and 
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people would be just ^iitting there waiting for every word from this 
august panel. 

^ut unfortunately today, in one respect, the economic recovery 
we have seen, the downturn in the unemplo3rment rate has taken 
attention away from this issue For the short term. 

It is up to us in a leadership position in Congress to really look 
io the long term and where we are going. You don't start putting a 
roof on your house when the rain starts to fall. You prepare aiiead 
of time. * 

And I think the Individual Training Account which we will dis^ 
cuss today will move us in that direction. 

I thank you very much for this hearing. 

Ms. Oakar. Thank you very much. 

[Mr. Durbin's prepared statement ibllows:] 
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Testimony bci;'orc the Kconomic Siabi l.i aation Subcommittee 
Richard J. Durbin " ^uly .M , 1984 ^ ^ 

• • * 

I thank th members of. the Subcommittee for the opiiortunity 
• to testify here today on a piece f Icgisj^alion 1 have introduced 

with my colleigue, Sherry Bochlert, and with tlie assistance of the 
r Northeast/Midwest Congressional Cpalition. I believe \his. legisla- 
tion will go a long way toward meeting the needs of a growing 
segment of our unemployed — those "V/orkcrs displaced from their 
jobs because of economic change. 

That bii: H.R. 4832, the National Individual Training 
Account Act, which now has'.7S co-sponsors. It has been referred 
to t*he Ways a«d Means Committee and to tlic* Umpf oyment Opportunities 
Subcommittee. of the Fdncation and Labor .fommittee, where ? hearing 
.has been scheduled on the bill on September 18. 

The strong economic recovery we arc now. expcr ienc ing masks an 
historic shift in the sfructure of our economy. Uecline of employ 
mtnt in ba>ic industries such as steel, the rise of new industries, 
the movement of firms to overseas locations, :nul the penetration of 
U.S. markets by foreign companies are only the most visible signs 
of these changes. 

These economic shifts arc i rrevers i,bl e . .No government policy 
can spare American workers and industries from the need to* adapt 
to new rear ties, however, they can m;ike that :idaption less pain- 
ful than it is now. Worker displacement is hijih in^ many regions 
of the country, making some kind of adjustment cissistance a 
necessity. 
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The system we propose to address this situation establishes 

individual training accounts as funds attached to speci"^ workers 

that can be Qsed to pay for their retraining. Under this voluntary 

system, both workers and employers must agree to set up an ITA. 

They each then make tax Ue -tible contribuf ons to the fund until 

t, I* 

it reach<5js $4,000. 

If wor^kers are laid off at dny'time, chcy can use these con- 
tributions, p^us accumulated interest, tc pay for retra^ining. In 
doing so, they can acquire new skills that will allow them to adjust 
to the changing needs of the job market If they are never laid 
off, they can draw on their contribution plus interest when ihey 
retire, as with an IRA.^ Employers are also refunded their contribu- 
tions, along with accumulated interest, if worker»5 never use their 
ITA's for retraining. 

Congress took a major step*towar'd recognizing the problems of 
displaced'^work^ers in passing the Job Traininp Partnership Act of 
1982. Title 111 of that ACt provides direct federal and state 
•assistance for the retraining ^f displaced workers. 

While the JTPA is clearly a step in the right direction, an 
inherent weaknes<^ in this or any other program requiring direct 
appropriations is the adequacy oi fujiding.* With federal defici^ts 
in the range of $200 billion *in the foreseeable future, the JTPA's 
Title HI funds will be insuf f ic i-ent to meet the needs of all, or*^ 
even a large share of displaced workers. To shift funds within ' 
th^ total JTPA funding over to Title »n I means taking money a.vay 
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from other titles which benefit di«advantaged workcVs; to get 
additional appropriations in this deficit-conscious era will clearly 
be very difficult. ' , 

Along with the JTPA, there have btcn many smaller, less com.r 
prehensive training * prog-rams established in the private sector. 
However, all of these "programs together *do not make up the scale 
of investment the Retraining and upgrading of our workforce re- 
quired tc meet the needs of dislocated workers. 

It is worth comparing the current level of federal spending 
'on training of our workforce illative to what we spent on the GI 
bill in the post World War 11 years. The 01 bill is w^idcly ack- 
nowledged as having contributed substantially to the boom in our 
economic productivity in the 1950*s>nd 1960»s. InM949, the peak 
year of the GI bill, we spent $2^7 billion\ or one percent'^'Of our 
CUP\ on the upgrading of our workforce. In 1984, we are spending 
betwetn $4 and $b billion. A comparable, level of investment' in 
our workforce today would require an expcnditure^of $30 billion. 

^ The iTA system propose would complement tne JTPA in pro- 
viding retraining for'displaccd workers. However, one of its major- 
strengths is that it is n<^ reliant on ^federal? appropriations since 
it is funded thrpiigh employer and employee contributions. 

Besides its independent source of funding, ^the ITA system offers 
three other major strengths. It is based on a combination of personal 
iniHative, limited government involvement, and the individual choice 
included in the time-tested GI bill approach. 
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The individual choice component of the GI bill proved to'be * 
very successful when the Bill was initiated in the years afier 
World War II. The GI bill not only provided access to education and 
training for millions of veterans, but it also gave them' much free- 
dom ir, choosing the type of program' they wished to participate in. 
The ITA system we propose relies on that same model of individual 
choice. Once a worker has set up an ITA and contributed^ to it for 
at least a year, he or she is eligibfe to receive up to $4, 000 i.n the 
•form of a voucher to rrceive retraining at the institution of his or 
her choice. * 

This ITA system based on individual choice will introduce com- 
petition into the market of retraining institutions as the GI bill 
did in the general educational community. This is true not only bo- 
cause more workers will have fctra^ning funds available to tnem, but 
also because they will have contributed half the money thr.nselves. 
They are likely to make certain that the programs they ciioose to. 
attend will actually provide the training they need. 

The government's role under an ITA system would be mor.c limited 
than under previous training programs. The federal government would, 
certify training programs through accredited institutions, hold ITA 
funds in a separate trust f und » and finance tax-deductible employer 
and worker contributions. 

This type of government involvement is appropriate because it ' 
has worked before, as in the GI bill, and because a much greater role 
is no longer desirable in today's deficit-conscious economy. On iho 
other hand, however, the federal government should play a role in 
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the retraining of workers, so the entire responsibility does . 
not fall on the private sector — or fall through the cracks. 

Our. proposed ITA "system also relies heavily on workers' per- 
sonal initiative. They must decide to stft up an ITA, to contribute 
td it while employed, and then how tor use it if they are laid off. 
However, the system also affords workers a great deal of freedom:^ 
beginning with the decision on whether to establish an ITA, It 
aAo encourages them to view retraining as a necessity in thc-ir 
fjCiXe. 

Along with this. element of personal initiative, our proposal 
also provides workers with some direction. Workers are required to ^ 
receive job counselling* frfom upgraded state emplcfyment services be- 
fore using their ITA's. This provision will -not guarantee 'them a 
job, but it will %llow them to make a far *«re informed choice aboi-t 
the type of retrainir.g they should seek, 

I would urge the Subcommittee to give ^serious copsideration to 
the National individual Training Account Act as an important step in 
meeting displaced workers' needs. 

Without the^adjustment assistance provided in ITA's, our ^ 
economy will continue to bear the costs of long term unemployment of. 
displaced workers. The ITA syltem we propose would go a long way 
towar* making tKa^ transition. It represents an important tool to 
help today's workers ^prepare for tomorrow's jobs. ^ j 
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Ms. Oakar. Mr. Boehlert. 

STATEMENT OP HON. SHERWOOD L. BOEHLERT, A^IEPRESENTA^ 
TIVE IN CONGRESS FROM THE STATE OP NEW YORK 

Mr. JoEHLERT. Thank you. I would like to. thank the chairman 
for holding these Hearings, because I think it is very important we 
focus attention on the continuing problem dhunemployment. That 
IS greatly needed now, in this period of boominreconomic recovery. 
' There is a danger that the recent flood of ^RSTeconomic news 
' will sweep the problem of unemployment from bur miiids as it h^ 
swept it from the front page. That can't be allowed to happen. 

Yes, the economy is generally healthy. The GNP is leaping 
upward, inflation is fantastically low, rpore Americans are working 
gthan ever before in history— 105 million. But we can't rest on our 
laurels when 7 percent of our citizens still can't find work. We 
can t ignore the enormous social and personal cost that entails. 

Moreover, we cannot allow this flood of buoyant reports to ob- 
scure the significant, and perhaps foreboding,^ structural changes 
gomg on beneath the surface functioning of our economy. 

We have a whole new category of unemployed Americans— the 
displaced workers. There may be as many as 3 million of these 
workers—people who have been laid off and are unlikely ever to 
get their jobs back because their skills have become obsolete. 

Technological change in the coming years is likely only to make 
the problem of displacement more prevalent. But this problem is 
not insoluble, if we act now. 

. We must act now when the economy is healthy; We musl break 
the pattern of muddling along frdm crisis to crisis. If we failto act, 
we will face the same crisis in 1992 that we faced in 1982. ' 

The National Individual Training Account Act of 1984, which 
Congressman Durbin and I introduced" in February, is designed to 
prevent that. It attacks the problem of displaced workers head-on. 

It does not try to prevent or even to slow economic change. In- 
stead, H.R. 4832 sets up a coherent, forward-looking policy to 
ensure that workers will be able to cope with whatever change the 
future brings. 

And our bill would accomplish that by promoting, not stifling, in- 
dividual initiative and private sector involvement in job training. 
In addition to its more tangible benefits, our Individual Training 
Account proposal should" create a new psychology, an atmosphere 
in which employers and employees will be aware of the rapid pace 
of economic Change and the need to be looking forward constantly 
to remain productive. 

The Individual Training Account bill is based on a single, basic 
concept: training is the key to keeping our economy healthy in the 
future. The bill then builds on that idea by creating tax incentives 
to promote training. 

The foundation and details of this bill were not developed in a 
haphazard fashion. The bill is the product of hearings the North- 
east-Midwest Congressional Coalitiolt Task Force on Employment 
and Training, which Congresswoman Oakar and I chair, held 
around the country. 
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Those hearings convinced us that Individual Training Accounts 
are not just a novel, abstract concept, biit would make a real differ- 
ence in the future of our economy and in the future of individual 
workers. ' 

I can se^ thAt in my own congressional district. I received a 
letter recently from a woman in Cortland County in tny district, 
whose husband had been laid off from his job as a machinist from 
Smith*Corona. The company has laid off hundreds of workers and 
has clMed a plant because of foreign competition, changing tech- 
nology and changing consumer tastes. 

The woman wrote: 

Fortunately, he was able to find new work. However, his salary is abqut CO per- 
cent of his income at SCM and the company he now works for has a history of fre> 
quent layoffs. 

A retraining fund would have allowed him the opportunity to change fields, thus 
increasing bis employment security. Currently, there is not enough money left in 
our budget to allow 4um to utilize any of the retraining programs locally available. 

That is the end of her story. But it is a story repeated tens of ^ 
thousands of times across this country. ^ 

This man's story is hardly unique— in my District or in the 
Nation at large. And it will have an ever more familiar ring in the 
years ahead. 

I hope today's hearing will lead the committee to the same con* 
elusion that I and the 74 other cosponsors of'H.R. 4832 have ar- 
rived at: that we can stave off a growing problem and help Ameri- 
can workers by allowing them to open Individual Tiiedning Ac- 
counts. 

I might say I have tested this Idea in the market place. I have 
talked to some of my employers^ 1 1 have outlined the concept to 
them. 

They like it. They are in the marketplace. I think they are will- 
ing to buy. Let's give them, the product they can buy. 
. Tbank you for giving me tHTSiH^portunity. 
V Ms. Oakar. Thahk you very much. 
[Mr. Boehlert's prepared statement follows:] 
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TESTIMONY 

Congressman Sherwood Boehlert 
to the 

House Subcommittee on Economic Stabilization 
July 31, 1984 

V 

I'd likr to thank the Covtwnittee for holding this hearing 
and for inviting me to testify. 

This hearing should serve at least one essential function: 
, it should focur attention on the continuing problem of 
unemployment. That is greatly needed now, in this period of 
booming economic recovery'* 

There is a danger that the recent flood of good economic 
news will sweep the problem of unemployment from our minds 
as it has swept it* from the front page. That can't be allowed 
to happen. 

Yes, the economy is generally healthy. The GNP is leaping 
upward, inflation is fantastically low, more Americans are 
working than ever before in history. But we can't rest on our 
laurels when 7 percert of our citizens Btil\ can't find work. 
We can't ignore the enormous social and personal cost that 
entails. 

Moreover, we cannot allow this flood of buoyant reports 
to obscure the significant, and perhaps foreboding, structural 
changes going on beneath the surface functioning of our economy. 

We have a whole new category of unemployed Americans— 
the displaced worVirs. There may be as many as 3 million of 
these workers— people who have been laid off and are unlikely 
ever to get their jobs back because their skills have become 
obsolete. 
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Technological change in the coming. years ii likely only 
to make the problem of displacement more prevalent* But tbls 
problem is not insoluble ^ if we act now." 

We must act now when tibe economy is healthy y we must 
break the pattern of muddling alonq from crisis to crisis* 
If we fail to act, we will face the same crisis in 1992 that 
we faced in 1982. 

The National Individual Training Account Act of 1984 , which 
Congressman Ourbin and I introduced in February, is designed 
to prevent that. It attacks the problem of displaced workers 
head*on. It does not try to prevent or even to slow economic 
change. Instead, m 4832 sets up a coherent, forward-looking 
policy to ensure that workers will be able to co^ft with . 
whatever change the future brings. 

And our bill would accomplish that by promoting, not 
stifling, individual initiative and private sector involvement 
in job training. In addition to its more tangible benefits, 
our ITA proposal should create a new psychology, an atmosphere 
in which employers and employees will be aware of the rapid 
pace of economic change and the need to be l^ioking forward 
constantly to remain productive* 

The ITA bill is based on a single, basic concept! training 
is the key to keeping our economy healthy in the future. The 
bill then builds on that idea by creating tax incentives to 
promote training. 
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The foundation and details of this bill w«rs not dsvslopsd 
in a haphazard fashion. Ths bill is ths product of hearings 
the Northeast*-Midwest Congressional Coalition Task Force on 
Employment and Training, which Congresswoman Oakar and I chair, 
held around the country. 

Those hearings convinced us that XTAs are not just a 
novel r abstract concept but^Would^ke a real difference in 

the future of our econmiy and in the futxire of individual • 

ft 

workers. 

I can see that in my own Congressional District. I 
received a letter recently ftom a wmian in Cortland County « 
in my District * whose htklband had been laid off from his job 
as a machinist from Smith-Corona. The company has laid off 
hundreds of workers and has closed a plant because of foreign 
c^ompetition, chlinging technology and changing consumer tastes* 

T'..i woman wrote, "Fortunately, he was able to find new 
work. However, his salary is about 60 percent of his^ income 
at'SCM and the company ht ^ow works for has a history of 
frequent layoffs. A retraining fund would have alloyed him 
the opportunity to change ^i^l^ds, thus increasing his enqploymelit 
security. Currently, there is not enough money left in our 
budget to allow him to utilise any. of the retraining programs 
lucally available.** 

This man* 8 story is hardly unique^— in my District or in 
the nation at large. And it will have an ever more familiar 
ring ii\ the years ahead. 

I hope today's hearing will lead the Committee to the 
same conclusion that I and the 73 other co-sponsors of HR 4832 
have arrived a^•.^ that we can stave off a growing problem 
and help American workers^y allowing them to open 
Individual Training Accounts. 

Thank you for giving me this opportunity to speak. 
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Ms. Oakar. I do want to add that a number of us are supposed to 
be in two different places at the same time. There is a housing 
meeting, too, going on. That is why several of my colleagues have 
to leave to go there. They will come back. 

Nancy. 

STATEMENT OF HON. NANCY L. JOHNSON, A REPRESENTATIVE IN 
CONGRESS PROM THE STATE OF CONNECTICUT 

Mrs. Johnson. Thank you very much. Madam CThairwoman, and 
thank you very much for convening this hearing. It is a very im- 
portant subject, and I think that the work you have done and ,he 
leadership that you, the Northeast-Midwest Coalition, my col- 
leagues Dick and Sherry and my colleague Bill Clinger have 
shown, is the kind of leadership we need if the Nation is going to 
meet the challenge you have all described so vividly. 

I am going to move along and skip the introductory parts of my 
statement except to acknowle|(ige that Bill is chairman of the 
House Wednesday Group, and in that capacity directed a very im- 
portant study. I do want to conunend thci House Wednesday Group 
on this study entitled "Human Capital and National iSconomic De- 
velopment." That study does recMfnize the creative and very 
thoughtful work of Pat Choate, which Dick Durbin recognized and 
I, too. would like to recognize. 

I think it is the quality of Pat's kind of thinking and those of 
others in the private sector that enables government to react with 
greater relevance and initiative. 

In my estimation, what is needed for today's workers in addition 
to programs that address the specific needs of special groups is a 
simpler, broad-based, ongoing system that will assure investment in 
training, similar to the investment that we stimulate, reward and 
assure in capital, equipment, space, as well as research and devel- 
opment. In addition, we need a system that will ensure individually 
initiated training efforts as a hedge against prolonged unemploy- 
ment. 

The job training mechanisms we support and adopt today must, 
in the years ahead, be programs that anticipate changes, respond 
quickly to them, and afford the most relevant training to the 
broadest possible segment ^f our population at the least possible 
cost. * 

With that criteria in mind I have developed, in cooperation with 
Bill Clinger, the National Training Incentives Act It is designed to 
achieve these objectives. 

This legislation would stimulate new incentives for private sector 
skills training through a 25-percent tax credit that would be ap- 
plied to employer-paid training expenditures above the company s 
average training expenditures of the last 5 years. 

This training tax credit could be applied to any employer-run on- 
the-job or classroom training program, any State or federally regis- 
tered apprenticeship program, any cooperative education or any 
other program approved by the Secretary of Labor. 

This tax credit is much like the existing 25-perceht credit for re- 
search and development expenditures, and like the R&D credit, in- 
cludes appropriate carry-back and carry-forward provisions for the 
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benefit of unprofitable firms and new companies. I think these pro- 
visions are particularly crucial in assisting new companies. 

The potential benefits of this tax credit cannot be ignored. First, 
while this tax credit would result in some lost revenue, it is the 
most efficient mechanism for leveraging job training opportunities. 

For every dollar in lost Federal revenue, this credit'wduld gener- 
ate $4 in private sector training. Further, while our Nation com- 
mits nearly $50 billion each year in tax incentives for plant and 
equipment modernization and research, less than $1 billion is avail- 
able in incentives for worker training— the human capital invest- 
ment that is often overlooked. 

So we now have an industrial policy, to use a very popular 
phrase, that clearly biases investment toward plant, equipment, re- 
search and development, and almost totally ignores the important 
investment in human capital which is so essential to our competi- 
twe position in the future, domestically and internationally. 

Second, this training would be broad-based and ongoing, occur- 
ring without specific yearly authorizations or appropriations. This 
type of training would be for the most part on-the-job training per- 
formed by or paid for by private industry, en;,aring that the train- 
ing is conducted by those best equipped to do so and paid for by 
those who stand to benefit. 

I have talked with many companies throughout my district. One 
of the important aspects of the proposal that I am making is that 
my little companies out in the middle of nowhere can benefit from 
It just as much as the larger firms, such as the Stanley Works and 
United Technologies. 

I think that flexibility is very important. Our legislation puts the 
training dollars precisely at the curve of economic growth and 
change. It is at the crest of that curve where change is actually 
happening, where jobs and job potential exists, that our training 
dollars will be placed. 

Fourth, decisions to train workers would be made in response to 
changing economic conditions or inarket forces, so that training is 
proactive, equipping workers with skills needed for the future. 

Would a tax credit yield more training? According to a 1983 Na- 
tional Science Foundation report on the R&D credit, "The tax 
credit has encouraged firms to maintain growth in R&D spending 
despite the recession." So this type of incentive has worked in an 
area where we have tried it recently. 

The tax credit approach is clearly enormously productive for 
plant and equipment and space, and I think it is high time this 
Nation adopted this kind of very broad-based initiative to comple- 
ment and support other programs we adopt to either address group 
needs or stimulate individual initiatives. 

The second portion of our legislation is designed to stimulate in- 
dividually initiated training opportunities, and would allow the un- 
employed or those facing layoff to withdraw without penalty or 
taxation up to $4,000 to pay for their retraining. 

This provision is designed to assist displaced workers and those 
who believe they will need new okills to secure new employment. 
This concept is similar to the Individual Training Account, a bill I 
am also a cosponsor of. 
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It uses the existing IRA mechanism, and is in a sense a simpler 
approach. 

It does not require a company to contribute as does the Individ- 
ual Training Account legislation. One of the problems I face in my 
district is that many of the companies where people are going to 
need retraining are bearing companies, machine tool companies, 
and they are in no position to contribute on behalf of their own em- 
ployees. 

" So that tandem relationship doesn't have any potential for them. 
Our bill would allow people to withdraw fUnds from their IRA's 
and get the same benefit and create the same ongoing futuristic at- 
titude towards training, education, and investment that we so des- 
parately need to generate. 

I think it is important to note that the 1983 figures on IRA in- 
vestment show that one-half of those starting IRA's made incomes 
under $25,000. If you assume that people making under $15,000 are 
' not investing in IRA's, half the people investing in IRA's are 
making between $15,000 and $26,000. 

Those are a lot of the people that we really want to get at. This 
provision enables them to have an individuaLincentive, combined 
with a 25-percent employer tax credit, which wotrtd^pen many op- 
portunities and provide a coordinated and, I think, comprehensive 
approach that would be very useful for our society. 

The significance of IRA's for the next decade does lie, as my col- 
leagues have described, in addressing what is a fundamental need 
in our society; and that is to provide greater stimulus and reward 
for individuals to look toward the ftiture, to initiate skill change 
and development in their own lives, through both education, train- 
ing, and retraining. 

The National Training Incentives Act neither proposes nor re- 
quires any new complex delivery mechanism, nor does it contem- 
plate any administrative expenses or coordination among Federal, 
State, and local government. Instead, it puts in place both individ- 
ual and employer incentives that are used only when it is in the 
interest of workers and employers to seek training. 

Supporters of this bill realize that it Will not help everyone. In 
fact, this legislation is likely to be one of several components in a 
national training policy and system that will be needed to meet the 
training challenges of the next decade. 

Programs such as the Job Training Partnership Act must be sus- 
tained, strengthened, and evaluateid in light of the last year's expe- 
rience with this new program and must be a part of a comprehen- 
sive national trr.ining policy. 

I would like to conclude my statement, again, Congresswoman 
Oakar, by recognizing your leadership and that of the Northeast- 
Midwest Coalition represented by my colleagues here, and I think 
together that we ought to be able in a timely fashion to develop the 
kind of broad-based and compelling, progressive, effective training 
initiatives that this Nation at the current time lacks and so desper- 
ately needs. 

Ms. Dakar. Thank you very much. 

[Mrs. Johnson's prepared statement follows:] 
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STATEMENT OF NANCY 'L. JOHNSON 

MADAM CHAIRWOMAN, I AM PLEASElJ TO BE A PART OF THIS HEARING 
TODAY AND WANT TO COMMEND YOU FOR DIRECTING THR ATTENTION OF THE 
SUBCOMMITTEE TO THE ISSUES OF JOB DISPUCEMENT AND RETRAINING. 
THFSE ISSUES ARE NOT JUST MATTERS OF WHETHER OR NOT PEOPLE CAN FIND 
JOBS OR AVOID BEING LAID OFF. IN ADDITION TO THEIR SOCIAL IMPORT- 
ANCE. THEY ARE MATTERS WHICH IMPACT OUR NATION'S ECONOMIC PERFOR- 
MANCE AND WORLDWIDE COMPETITIVE POSIT^^, IN FACT, Tl^ DEGREE OF 
PROSPERITY WE ATTAIN IN THE YEARS AHEAD WILL DEPEND IN URGE PART 
ON HOW HIGHLY SKILLED OUR WORKERS ARE AND HOW QUICKLY THEY CAN ADAPT 
TO CHANGE. 

... I 
I ALSO WANT TO COMMEND MY COLLEAGUES, DICK DURBIN AND SHELLY 
BOEHLERT, AND THE NORTHEAST-MIDWEST CONGRESSIONAL COALITION, FOR 
THEIR LEADERSHIP ON LEGISLATION TO ADDRESS THE RETRAINING NEEDS OF 
OUR NATION. I AM AN ORIGINAL COSPONSOR OF THEIR BILL, THE INDIVI- 
DUAL TRAINING ACCOUNT ACT, AND WILL ACTIVELY SUPPORT ITS CONSIDERA- 
TION IN THE MONTHS AHEAD. 

MY FRIEND AND COLLEAGUE, BILL CLINCER, WILL JOIN US UTER THIS 
MORNING TO OFFER HIS VIEWS ON THE LEGISUTION WE ARE DISCUSSING TO- 
DAY. IT WAS UNDER MR. CLINGER'S LEADERSHIP, AS CHAIRMAN OF THE HOUSE 
WEDNESDAY GROUP, THAT SOME OF THE IDEAS TO BE DISCUSSED TODAY EMERGED 
IN A WEDMESDAY GROUP SPECIAL REPORT ON AMERICA'S "HUMAN CAPITAL." 

IT IS ONLY APPROPRIATE, THEN, THAT CONGRESSMAN CLING5R AND I * 
COME TO YOU TODAY TO TALK ABOUT HUMAN CAPITAL; ABOUT INVESTING IN 
AMERICAN WORKERS AND CULTIVATING THEIR SKILLS. TODAY TO ASK YOU TO 
KEEP IN MIND THf CONCEPT OF HUMAN CAPITAL AS WE PRESENT TO YOU A PRO- 
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POSAL CONGRESSMAN CLINGER AND I HAVE INTRODUCED AS THE NATIONAL 
TR/iINING INCENTIVES ACT. 

«> 

OUR NATION'S HUMA^ CAPITAL HAS BEEN TINKERED WITH OVER TIME 
BY AN ARRAY OF GOVERNMENT JOB TRAINING PROGRAMS. BUT WE ARE STILL 
SEEKING SOLUTIONS TODAY TO THE DISPLACED WORKER PROBLEM BECAUSE THE 
PROGRAMS WE HAVE ENACTED DO NOT RESJFuND TO RAPID CHANGE AND DO NOT 
REACH LARGE NUMBERS. IN ADDITION, PROGRAMS SUCH AS THE JOB TRAINING 
PARTNERSHDP ACT, HOWEVER USEFUL, REQUIRE ANNUAL AUTHORIZATIONS 
AND APPROPRIATIONS BY CONGRESS. AMERICAN WORKERS CERTAINLY DESERVE 
MORE THAN THIS STOP-AND-GO APPROACH. 

MANY AMERICANS TODAY FACE THE ANGUISHING POSSI»Il/lTY THAT THEIR 
SKILLS WILL BECCM1E OBSOLETE AND THAT PROLONGED MID-LlilE UNEMPLOYMENT 
WILL DESTROY THEIR HOPES FOR THE FUTimE. ALTHOU(?H a/ STRONGER ECON- 
OMY IS PROVIDING MILLIONS OP NEW JOBS, MANY WQRI^fiRS /rEMAIN DISPUCED 
FRW THEIR OLD JOBS BECAUSE THEY POSSESS SKILLS/ NO /LONGER IN DEMAND. 

MANY PEOPLE IN TOWNS LIKE NEW BRITAIN, BRIST^, AND TORRINCTON, 
CONNECTICUT — TOWNS THAT I REPRESENT — DISCOVEI^D DUliiNG THE LAST 
RECESSION THAT SHIFTS IN THE ECON<»iY CAN MEAN MA^^OR SUFFERING AND 
IN SOME CASES A SIGNIFICANT REDIRECTION OF iAfE^TYLE* AND OCCUPATION. 
I AM SURE THAT MEMBERS . OF THE SUBCOMMITTEE HAV^ WITNESSED THESE CON- 
DITIONS IN THE TOWNS THEY REPRESENT AS WELL. . / 

WHAT IS NEEDED FOR TODAY ' S. WORKERS IS N^t THE PATCHWORK, ON-AND- 
OFF PROGRAMS OF THE PAST, BUT A SIMPLE, ON-GOING SYSTEM THAT WILL 
ASSURE INVESTMENT IN TRAINING, COUPLED WITH A SAVINGS PLAN THAT CAN 
BE USED FOR INDIVIDUALLY- INITIATED RETRAINING AS A HEDGE AGAINST PRO- 
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LONGED UNEMPLOYMENT. IN ADDITION, THE JOB TRAINING MECHANISMS VB 
SUPPORT TODAY AND IN THE YEARS AHEAD MUST BE IgROGRAMS THAT ANTICI- 
PATE Hi^PS, RESPOND QUICKLY TO THEM, AND AFFORD THE MOST RELEVANT 
TRAINING TO ThF'BROADBSTTOSSTBLE SEGMENT OF OUR POPULATION AT THE 
LEAST POSSIBLE COST. 

. THE NATIONAL TRAINING INCENTIVES ACT IS DESIGNED TO ACHIEVE 
THESE OBJECTIVES, , 

THIS LEGISLATION WOULD STIMULATE NEW INCENTIVES FOR PRIVATE 
SECTOR SKILLS TRAINING THROUGH A 25% TAX CREDIT THAT WOULD BE AP- 
PLIED TO ANY EMPLOYER- PAID TRAINING EXPENSES ABOVE THE COMPANY'S 
AVERAGE TRAINING EXPENDITURES OF THE LAST FIVE YEARS, THIS TRAINING 
TAX CREDIT COULD BE APPLIED TO ANY EMPLOYER-RUN ON-THE-^B OR CUSS- 
ROOM TRAINING PROGRAM, AW STATE OR FEDERALLY REGISTERED APPRENTICE- 

» 

SHIP PROGRAM, ANY COOPERATIVE EDUCATION, OR ANY OTHER PROGRAM APPROVED 
BY THE SECRETARY OF LABOR. THIS TAX CREDIT IS MUCH LIKE THE EXIST- 
ING 25% CREDIT FOR RESEARCH AND DEVELOPMENT EXPENDITURES, jAND, LIKE 
THE R&D CREDIT, INCLUDES APPROPRIATE CARRYBACK AND CARRYFORWARD PRO- 
VISIONS FOR THE BENEFIT, OF UNPROFITABLE FIRMS AND NEW COMPANIES. 

THE POTENTIAL BENEFITS OF THIS TAX CREDIT CANNOT BE IGNORED. 
FIRST, WHILE THIS TAX .CREDIT WOULD RESULT IN SOME LOST REVENUE, IT 
iS THE MOST EFFICIENT MECHANISM FOR LEVERAGING JOB TRAINING OPPOR- 
TUNITIES. FOR EVERY DOLLAR IN LOST FEDERAL REVENUE, THIS CREDIT 
WOULD GENERATE FOUR DOLLARS IN PRIVATE SECTOR TRAINING. FURTHER, 
WHILE OUR NATION COMMITS NEARLY $50 BILLION EACH YEAR IN TAX INCEN- 
TIVES FOR PLANT AND EQUIPMENT MODERNIZATION ND RESEARCH, LESS THAN 
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$1 BILLION IS AVAIUBLE IN INCENTIVES FOR WORKER TRAINING — THE 
HUHAN CAPITAL. INVESTMENT THAT IS OFTEN OVERLOOKED. 

\ 

SECOND, THIS TRAINING WOULD BE BROAD-BASED AND ON-GOING, OC- 
CURRING WITHOUT SPECIFIC YEARLY AUTHORIZATIONS OR APPROPRIATIONS. 
THIRD, THIS TYPE OF TRAINING WOULD BE FOR THE MOST PART ON-THE-JOB 
TRAINING PERFORMED BY OR PAID FOR BY PRIVATE INDUSTRY, ENSURING THAT 
THE TRAINING IS CONDUCTED BY THOSE BEST EQUIPPED TO DO SO AND PAID 
-FOR BY THOSE WHO STAND TO BENEFIT. 

FOURTH, DECISIONS TO TRAIN WORKERS WOULD BE MADE IN RESPONSE 
TO CHANGING ECONOMIC CONDITIONS OR MARKET #ORCES, SO THAT TRAINING 
tS PROACTIVE, EQUIPPING WORKERS WITH SKILLS NEEDED FOR THE FUTURE. 
FINALLY, AS WORKERS ARE TRAINED BY THEIR EMPLOYERS THEY WILL ACQUIRE 
ADVANCED SKILLS, CARRYING THESE SKILLS FROM ONE JOB TO THE NEXT AND 
THEREBY BECWING LESS LIKELY TO EXPERIENCE FUTURE UNEMPLOYMENT. 

WOULD A TAX CREDIT YIELD MORE TRAINING? ACCORDING TO A 1983 
NATIONAL SCIENCE FOUNDATION REPORT ON THE R&D CREDIT, "THE TAX CREDIT 
HAS ENCOURAGED FIRMS TO MAINTAIN GROWTH IN R6a) SPENDING DESPITE THE 
RECESSION." 

TO ENHANCE TRAINING OPPORTUNITIES FOR THE UNEMPLOYED. THE 
NATIONAL TRAINING INCENTIVES ACT WOULD PERMIT UNEMPLOYED INDIVIDUALS 
OR THOSE FACING LAYOFF TO WITHDRAW, WITHOUT INTEREST PENALTY OR TAX- 
ATION, UP TO $4,000 TO PAY FOR RETRAINING. THIS PROVISION IS DESIGNED 
TO ASSIST DISPLACE!; WORKERS AND THOSE INDIVIDUALS WHO BELIEVE THEY 
WILL NEED NEW SKILLS TO SECURE EMPLOYMENT. 
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THE FIRST REACTION OP MANY TO THIS PARTICULAR PROVISION IS 
THAT ONLY THE RtCH HAVE IRAs AND THEREFORE ONLY THE RICH WILL BE 
AFFECTED BY THIS, CHANGE, WHO WOULD NOT NEED TO TAKE AbVANTAGE OF ^ 
IT ANyWAY, BUT iRS DATA SHOW THAT, OF TOE 12 MILLION HOUSEHOLDS 
WHO CURRENTLY HOLD IRAs, OVER 5 MILLION EARN ANNUAL HOUSEHOLD IN- 
COMES UNDER $30,000, AND OVER 8 MILLION EARN ANNUAL HOUSEHOLD IN- 
COMES OF BETWEEN $15,000 and $50,000. TOIS RANGE OF INCOME IS CLEAR- 
LY WITHIN TOE EARNINGS OF AN AVERAGE AMERICAN FAMILY, AND COULD • 
EASILY REPRESENT VIRTUALLY ANY OCCUPi^ION, INCLUDING AUTO ASSEMBLY 
WORKERS, STEELWORKERS, AND OTOER INDIVIDUALS EMPLOYED IN MANUFACTUR- 
ING AND SERVICES. 

OTOERS 'maintain THAT TOIS PROVISION WOULD VIOLATE THE INTENT 
OF CONGRESS IN ESTABLISHING IRAs FOR RETIREMENT ONLY; THAT PERMITtiNG 
WITODRAWALS FROM IRAs FOR RETRAINING WOULD OPEN THEM UP FOR OTOER 
PURPOSES. BUT TOIS VIEW IGNORES THE FACT THAT IN MANY CASES A SEC- . 
URE RETIREMENT WILL DEPEND NOT SO MUCH ON AN IRA BUT ON UNINTER- 
RUPTED AND LENGTHY PERIOD OF GAINFUL feMPLOYMENT. RETRAINS IS TODAY 
AND WILL LIKELY BE IN THE FUTURE CRUCIAL TO SUSTAINING EMPLOYMENT 
AND REALIZING TOE TYPE OF RETIREMENT THAT MANY AMERICANS DESIRE, 

TOE SIGNIFICANCE OF IRAs FOR TOE NEXT DECADE LIES IN TOEIR 
ABILITY TO STIMULATE GREATER INDIVIDUAL INITIATIVE IN PROVIDING FOR 
ONE»S OWN FINANCIAL SECURITY, 

TOE NATIONAL TRAINING INCENTIVES ACT NEITOER PROPOSES NOR RE- 
QUIRES ANY NEW COMPLEX DELIVERY MECHANISM, NOR DOES IT CONTEMPLATE 
ANY ADMINISTRATIVE EXPENSES OR COORDINATION AMONG FEDERAL, STATE, 

AND LOCAL GOVERNMENT, INSTEAD,, IT PUTS IN PLACE BOTO INDIVIDUAL 

\ 
I 
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, ADD EMPLOYER INCEHTIVES THAT ARE USED ONLY WHEN IT IS IN THE IN- 
TEREST OF WORKERS A^D EMPLOYERS TO SEEK RETRAINING. 

SUPPORTERS OP THIS BILL REALIZE THAT IT WILL NOT HELP EVERYONE. 
IN PACT. THIS LEGISLATION IS LIKELY TO BE JUST ONE DF THE SEVERAL 
COMPONENTS OF OUR NATIONAL TRAINING SYSTEM THAT WILL BE NEEDED TO 
MEET THE JOB TRAINING CHALLENGES OF THE NEXT DECADE. PROGRAMS SUCH 
AS THE jfOB TRAINING PARTNERSHIP ACT MUST BE SUSTAINED AND STRENGTHENED, 
AND WE MUST CONSTANTLY BE SEARCHING FOR NEW WAYS TO ENHANCE TRAIN- 
ING AND EMPLOYMENT OPPORTUNITIES IN JHE DECADE OF CHANGE THAT LIES 
AHEAD. 

■ 

I WOULD LIKE TO END MY STATEMENT BY SALUTING THE CHAIR, CON- 
GRESSWOMAN DAKAR, AND THE MEMBERS OP THE SUBCOMMIITEE FOR BRINGING 
THESE ISSUES TO PUBLIC ATTENTION. TODAY. CONGRESSMAN CLINGER AND I 
WOK FORWARD TO WORKING WITH YOU ON ANY tOJTURE CONSIDERATION OF THIS 
BILL. 



Ms. Oakar. Bill. 

STATEMENT OF HON. WILLIAM F. CLINGER, JR., A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF PENNSYLVANIA 

Mr. CuNOBR. Thank you, Mr. Chairman. 

I have a prepared statement. I will juet summarize briefly. I 
think my colleague, Mrs. Johnson, has veiry thoroughly covered the 
principal components of H.R. 6169. But I might just make a couple 
of additional conmients. 

I would also like to second thk motion of every member up here 
of our indebtedness to Pat Choate, who worked on a special report 
on human capital for the House Wednesday Group, released in 
July 1988, with 21 members of our grdup as sponsors. 

That really was the genesis for the effort that Nancy Johnson 
headed to work on this Dill. I also would commend mv colleagues. 
Sherry Boehlert and Dick Dyrbin for the very thoughtful leader- 
ship they are providing, and paHicularly you. Madam Chairman, 
for calling this hearing. , « 

I think this is an issue which we all aatee needs to be concent- 
' trated on, needs to be given focus, and ascnck Durbin said, the im- 
perative may not be as great at the moment, but it is going to be. 

For example, in the 1980's, the workforce growth rate will be 
only half as much- as in the last decade. As a result, today's work- 
ers will constitute over 90 percent of the labor force in 1990. ^ 

And also, by 1990, over half of all U.S. workers will be between 
the ages of 24 and 44, which are the most productive years for 
workers. This represents a mcgor opportunity to increase productiv- 
ity if these workers can be* adequately trained or retrained. 
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Briefly, H,R. 5159 is a demand-driven, market-based approach 
which puts into place Government incentives that are triggered 
onW when businesses and workers decide for themselves to finance 
additional skills training. 

The first prong of the legislation allows displaced workers to fi- 
narfle retraining with money withdrawn, without penalty, from 
their IRA or annuity accounts. This approach does not call for 
dirgct Federal outlays of money, but rather ties into an existing fi- 
nance system which at the end of 1982 reached over 12 million 
households, many of which are supported 'by individuals with 
annual incomies under $30,000. 

The second prong of the legislation is a tax cred't to businesses 
which invest m worker retraining. The training credit would be 
similar to the existini^R&D tax Credit, and would permit businiess- 
es to deduct from their tax liability 25 percent of training costs 
above the company's average ,trai i rng costs of the previous 5 years. 

So, this is an incentive for additional training, not a reward for 
what companies have done historically. 

This apg^pach recognizes the importarice of investing in worker 
retrainin^imilar to the importance of investing in R&D an4 plant 
" and equipment. » 

Moreover, the \\ credit will not reward current retraining,, but 
will reward retraining over and above a 5-year average, and could 
be used by smali businesses or unprofitable firms, because of its 
carry-forward and carry-back provisions. 

Let me also'hiention that this bill provides that the |)articipation 
of displaced workers in an eligible training program will not dis- 
qualify these workers om. unemployment compensation to which 
they are otherwise enti, ed. • ' 

At the present time, only 13 States permit a worker to be in- 
volved in retraining and still draw unemployment compensation. 

Ms. Oakar. That is really an important point., We just do all the 
^ opposite things. We penalize p< jple for getting training while they 
are unemployed in certain States. It is vt.y importarit. 

Mr. CuNGER. I think there is a need to provide the incentive to 
start the retraining immediately, rather than wait' until the end of 
the time and then seek retraining. * 

I think it will accelerate the whole process of getting peopte back 
into economically produ9tive roles. } ' ' 

l«t me emphasize that this bill is not intended iii any way to re- 
place JTPA or other efforts of Congr^^ to assist the disadvantaged, 
but rather supplements these efforts. 

What are the significant ffllbrits of^H.R. 5159? First, business and 
workers finance their own retraining, resulting in greater gonttols 
Qjn both the appropriateness and qualitjf of the training. 

Second, c?ur proposal is flexible because its incentiVes are not 
linked to the vicissitudes of the congressional budgeting process. 

Last, these incentives will have no cost to the Fede^al Treasury 
unless businesses and workers themselves decide to "^pend more 
money on retraining, therebS' triggering the legislation's tax incen- 
tives. 

Be^re I conclude, let me offer a few words about the individual 
training account legislation, sponsored by my colleagues from Illi- 
nois and New York, Mr. Durbin and Mr. Boehlert, and developed 
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by my good friend and former colleague at the Economic Develop- 
ment Administration; Pat Choate. 

As you may or may not know, the House Wednesday Group and 
the Northeast-Midwest Coalition worked jointly for some time on 
worker retraining legislation. As you can see, the resulting efforts 
are somewhat di^erent. I think it important to share with the com-, 
mittee the reasons we abandoned the individual training account 
approach. 

The key issue is whether the ITA will be voluntary or mandato- 
ry. A voluntary approach may not coist the Federal Government 
very much, but will workers and employers, as required by the ITA 
approach, participate in sufficient numbers to ensure a viable pro- 
gram? 

I think not. Saving money for retraining, it seems to me, simply 
will not have a high enough priority when people decide how to al- 
locate their discretionary income. 

That leaves the mandatory approach, which would guarantee 
participation, but would require a new and expensive Federal pay- 
roll tax. 

So the problem, as I see it, is that a voluntaiy ITA probably 
won't work, and Congress and the American people are not likely 
to support the mandatory approach. The ITA is a* good idea and 
well-intentioned, but I don't see hdw 3 get around these realities. 

Further, although H.R. 4832 is described as wholly voluntary,, 
employers who do not participate would continue to be subject to a 
$14 per employee surcharge to the Federal Unemployment Tax. 

Employers would also be subject to a tax penalty of $378 per em- 
ployee if their States failed to participate in the program. 

While both bills have the same objective, and both bills should 
receive further consideration by this and other committees, I 
strongly believe that the National Training Incentives Act provides 
the proper incentive for employees and employers to meet our Na- 
tion's retraining needs. H.R. 5159 is not a panacea for the problems 
faced by displaced workers, but its enactment would be an impor- 
tant first step. 

Again, I appreciate the opportunity to testify on this legislation, 
an<l look forward to working with the committee as it continues to 
explore appropriate Federal policy. 

[Mr. dinger's prepared statement follows:] 
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STATEMENT OF WILLIAM CLINGER* JR. 



Madam Chairperson, thank you for allowing mt to proceed out of order. 
1 will limit nof remarks to a few brief observations on H.R, 61S9» which I 
am pleased to report has a bipartisan co-sponsorship list of 36 members. 



hearing, today on worker retraining, an Issue I am sure we would all agree Is of 

vital Importance to our nation. T would also like to con^llment Dick Durbin and 

* 

Shelly Boehlert, and my Wednesday Group colleague, Nancy ^Johnson, for their 
Important work and leadership on this Issue. 

As you may know, many of the provisions of H.R. 5159 were ^orginal ly . 

developed In a Special Report on Human Capital which was authored by Or. Pat 

Choate and released by the House Wednesday Group In July 1983, with 21 members 

< 

of the Wednesday Group as sponsors. 

We are all aware of the need for legislation In this area. In the 1980$ 
the work force growth rate will be only half as much as It was In the last 
decade. As a result, today's workers will constitute over 90% of the labor 
force In 1990. Also by 1990, over half of all U.S. workers will be oetween the 
ages of 24 and 44 the most productive year* for workers. This represents a 
major opportunity to Increase productivity If these workers can be adequately 
trained or retrained. ^ 

Briefly* H.R. 5159 is a dem^d driven, market-based approach, which puts 
Into place government incentives that are triggered only when businesses and 
workers decide for themselves to finance additional skills training. It builds 
upon existing systems and resources and links business, government, and Individual 
workers to maximize our human capital investments. 



I would like to compliment you and the Subcommittee for scheduling this 
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The first prong of tbt legUUtlon allows displaced workers to finance 
retraining with money withdrawn* without penalty, from their IRA or annuity 
accounts. This approach does not call for direct federal outlays of money » but 
rather ties Into an existing finance system which at the end of 1982 reached over 
12 fflllllon households, many of which are supported by Individuals with annual 
Incomes under $30»0(K). 

The second prong of the legislation Is a tax credit to businesses which 
Invest In worker retraining. The training credit would be similar to the 
existing RAO tax credit* and would permit businesses to deduct from their tax 
liability ZS% of training costs above the company's average training costs of 
the previous five years. 

This approach recognizes the Importance of Investing In worker retraining 
similar to the Importance of Investing In MO and plant and equipment* It differs 
substantially from a straight-line business expense deduct1on« Which could still 
be used with the tax credit* but which falls by Itself to provide sufficient 
incentive for business to Invest In worker retraining. Moreover, the tax credit 
will not reward current retraining* but will reward retraining over and above a 
five-year average, and could be used by small businesses or unprofitable firms 
because of its carry-forward and carry-back provisions. 

For every dollar In lost federal revenues, this approac)| will generate 
four dollars In private sector training. It also offsets part of the financial 
*xosts to employers when workers trained by a company take their skills to another 
firm. This should particularly help small businesses. 

let me also mention that this bill provides that the participation of displaced 
workers In an eligible traf/)1ng program will not disqualify these workers f^^om 
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unfMployment compensation to which thi>y are otherwise entitled. As the 
Conmlttee knows, only thirteen states at present allow a worker In a 
retraining program to receive unemploynient compensation* Hhat we need. Madam 
Chairperson. Is to provide Incentive for workers to seek retraining at the earliest 
possible t1me» thereby allojN^Ing them to acquire new skills and to depart the 
unemployment rolls, Hhat we do not need Is a system which mandates that people 
wait until their unemployment has run out before they can develop a new skill. 

Let me emphasize that this bill Is not Intended In any way to replace JT^^ 
or other efforts of Congress to assist the disadvantaged, but rather supplements 
th«se efforts. JTPA must be left untouched so that we can accurately. determine 
Its effectiveness and Its worth. But we are talking about a significant problem 
In America today which may need more than JTPA. 

What are the significant merits of H.R. S1S97 First, business and workers 
finance their own retraliilng, resulting In greater controls n both the 
appropriateness and quality of the training. Second, our proposal Is 
flexible, because Its Incentives are not linked to the vicissitudes of the 
Congressional budgeting process. Lastly, these Incentives will have no cost to 
the federal Treasury unless businesses ahd workers themselves decide to spend more 
money on retraining, thereby triggering the legislation's tax Incentives. 

Before I conclude, let me offer a few words about the Individual Training. 
Account legislation, sponsored by iny colleagues from Illinois and New York, 
Mr, Ourbin and Mr. Boehlert, and developed by tuy good friend and former 
colleague at the Economic Development Administration, Pat Choate. 

As you may or may not know, the House Wednesday Group and the Northeast** 
Midwest Coalition worked jointly for some time on worker retraining 
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1t9lslit1on. As you can s«tt tht resulting efforts are quite different. 

I think it tiportant to share with the Conwittee the reasons ^ abandoned the 

Individual Training Account approach. 

One issue is whether the ITA will be voluntary or mandatory* A voluntary 
approach not cost the Federal government very «ich» but will workers and 
employers, as required by tiie ITA approach* participate in sufficient numbers^ 
to ensure a viable program? I think not. Saving money for retraining, it seem*- 
to me, simply will not have a high enough priority when people decide how to 
allocate their discretionary income. Thar leaves the mandatory approach, which 
would guarantee participation, but would require a new and expensive federal 
payroll tax and would, in effect, socialize the cost of retraining for what may, 
in the end, be a'narrow group of people. As this Committee knows, estimates 
on the numbers of displaced workers vary from just under 100,000 to over 
two million. 

Further, although H.R. 4832 is described as wholly voluntary, employers who 
do not paV'icipate would continue to be subject to a $14 per employee $M»'Charge 
to the Federal Unemployment Tax. Employers would also be subject to a tax penalty 
of $378 per employee If their states failed to participate in the program. 
Moreover, the annual employer-enployee ITA payment of $500 per employee is nearly 
five times preater than the average unemployment tax per employee, and that does not 
include the tax loss to the federal government that will result from the ITA's 
tax inceatives. 

While both bills have the same objective, and both bills should receive 
further consideration by this and other Committees, I strongly believe 
that 4he Nat ionil Training Incentives Act provides the proper incentives for 
employees and employers to meet our nation's retrainii.p needs. H.R. 5159 is not 
a panecea for the problems faced by displaced workers, but its enactment would be 
an important first step. 

, Again, I appreciate the opportunity to testify on this legislation, and look 
forward to working with the Committee as it continues to explore appropriate 
federal policy. 
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Ms. Oakar. Mr. Coyne. 

Mr. Coyne. Thank you, Madam Chairman. 

I just want to thank you also for holding these hearings ^n a 
very important subject to many regions of the country, particularly 
the Northeast and Midwest— and for the members who come here 
today to testify. 

I have just one question. First of all, I want to say that I am in 
favor of a totally employer-paid program, one in which the employ- 
ees would not pay anything at all, so you know where I am coming 
from to begin with. 

What would be wrong with just increasing the percentage of the 
Unemployment compensation payment by a percent across the 
country to pay for the retraining efforts that each individual State 
would have to take on? 

•^'j^^^®** paying 0.2 to .021 percent on the first 

$4,000 of an employee's income, why not just put an additional per- 
centage on that and say that that is designated through the unem- 
plojrment compensation fund for retraining purposes? 

And all the other stipulations of the ITA then could fall into 
practice. 

Mrs. Johnson. I see two problems with that. First of ill, there 
are some States, like Connecticut, that are very much in debt, and 
not only paying their unemployment compensation payment, but 
also a penalty payment to repay the Federal Government. 

And we have a merit system and small employers with good em- 
ployment records benefit from that, and depend upon it. And any 
time there is a proposal— when I was in the Senate— to make a 
change, the impact on the small employer is very, very heavy. 

And I am not comfortable with their ability to absorb those costs. 
Second, if the money goes entirely to the State, then thay are re- 
sponsible for forming and running the training prc^am. 

I have not been impressed with the quality of the progams that 
Government has been able to develop, nor their relevance to future 
job availability. . 

I think one of the things we have to look at is making sure that 
u ^^^^^^ ^^^^ at that curve of change. And one of the things 
that has impressed me in my work in the District— I have one new 
company, for instance, that is making a remarkable new kind of 
^ulin pump. They now have five people assembling it, they have 
built on all new space. 

With this kind of tax credit, they can afford to train their work 
force in a third of the time. That means they can afford to put all 
100 emplojrees they are planning to hire on in a much shorter 
period of time; it increases xtheir employment in that area more 
rapidly; it gets greater productivity out of their people earlier, and 
so increases the viability of the company, which has already sunk a 
number of millions of dollars into this development and not made a 
dollar yet. 

I think what you are looking at is basically all the money going 
to Government and Government doing the planning of job training 
development 

I would disagree with you, it has been a successful approach in 
the past. It is successful to some extent. There are some good pro- 
grams out there, and should be a component. 
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But I prefer to use that component personally for the dislocated 
worker program, for the hard«to<mploy people who need, really, a 
thoughtful and broad input of services; , , „ 

But I think we need in our society something else that allows the 
little company out in the hills of my district to train the word proc- 
essors and be able to withstand their being booed off by the even 
smaller companies in their town and retrain others. 

We need a broader-based training mechanism that is more dy- 
namic and responsive. ^ . , , XI. . 1 

Mr. DuRBiN. I might say, in echoing what Nancy said, I think 
there are four points. Politically, I think it would be tough to do. 
We have increased taxes on employers. Social Security, and uneih- 
ployment, in my State in particular, in Illinois, it is really consid- 
ered to be one of the disincentives for new firms to locate. 

If we were to have a new tax, there might be some negative 
pects. Second, economically, I think increasing tax on a small bus*- 
nessman right at the point he is seeing some economic recovery is 
counterpnMuctive. 

We don't want to be increasing taxes at that level. Third, I think 
we as a Nation would be richer if we pass the message alon^, each 
of us has an individual responsibility here as much as possible to 
try to bring ourselves out or this, if we give the mechanism the re- 
sources to do it. • ■ , , « . 

Finally, there will be people that won't work with it Perhaps 
that gets to the point you make. This program won't help everyone. 
It is going to help a substantial number of people. 

But when it comes, for instance, to the graduate of high school, 
the minority, for example, who has a high unemployment rate, we 
are going to need special programs. It probably will have a ra^or 
source of Government funding rather than individual contribution. 

The need for that will be there for a long, long time. We thmk 
that complements that effort. , ' 

Mr. CJOYNE. How would you distinguish between the venr low- 
income worker who is barely making it, in the $10,000 or $12,000 a 
year range, and that individual who may be in the bracket of 
$20,000 to $25,000? . , ' ^ 

Would they pay an equal amount into the retraining fund? 
Mr. DuRBiN. 'They would be paying a percentage of their earn- 
ings into the fUnd. After 1 year contribution to the fUnd, much like 
an insurance policy, they would qualify for the full $4,000. So it has 
a method of fUnding itself once the program gets rolling. . • 

We realize that the burden is going to be really higher for the 
person in the lower income category, who spends more of their dis- 
posal income. ' .. . , . xi. \l 

But we have kept the percentage contribution low enough that it 
shouldn't be a major burden to them. It really offers to those folks 
who are on the edge of falling in the unemployment ranks very 
quickly an opportunity to get out. , . . 

Mr. Coyne. I wonder if the sponsors would entertain a graduated 
system wKfere the lower income workers would pay less of a per- 
centage, or a lesser amount of their pay into the fund. 
Mr DuRBiN. Be glad to look at it. 

Mr. BoEHLERT. It is eight-tenths of 1 percent, or $250 annually, 
whichever is less. 
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Mr. Coyne. Thank you. 

Ms. Oakar. Thank you. > 
Mr. Torres. 

• ^u" ^' too, want to echo the comments of my colleagues 

iS?? fl" ^ ^^^"^ Chairman, for conducting these hearings. 
Lno^i, V are very timely, and certainly of great value, the ap- 
proach of my colleagues in calling forth this type of legislation 

I was an early victim of dislocation when I lost my job at Chrys- 
ler sometime in the late sixties. Unfortunately, there were not pro- 
pJoWem" ^ at that time that would have taken care of this 

_ I bounced around to different parts of the country. And finally, 
thank goodness to politics, I ended up with a good job. 
Ms. Oakar. We are lucky to have you. 

Mr. Torres. Thank yoii. I wanted to ask my colleague, Dick 
Durbin, exactly where this whole concept came from. I know we 
are very innovative as Americans in designing these kinds of pro- 

Sometimes we take hints from abroad. Scandinavians, West Ger- 
mans are good at this. I am just wondering, is this strictly some- 
thing that grew out of your own experiences in your own area, or 
something you patterned maybe in studying overseas programs? 

Mr. Durbin. The need, of course, is in each of our areas, more so 
in so many others. But I have to give credit for the concept to Pat 
^hoate. I think he can indicate to you where he brought the idea 
together from. 

But he was, through the Clearinghouse of the Future, let me give 
12^!?/ S'"^ too-they brought Pat in early last year to swak 
cated workers^* ^^''^ ^ " training dislo- 

He came forward with their concept. I liked it immediately and 

fSn^n ."f ?u' '^^''^f ^herry has made a great contribu- 
tion to It. But I think Pat, who is the Vice President of TRW, can 
give you a little historical background. 

Mr. Torres. Good. This is my first experience and opportunity to 
hear the comments made by my colleagues here on the general 
program. I am not sure that I am on your list of cosponsors. But I 
am so impressed as well, I would like to join you. 

Mr. Durbin. Love to have you. 

Mr. ToRViES. I have no further questions. 

Ms. Oakar. Thank you very much. 

I would just like to make a comment. 

iJZ^^ ^ "^.^ ^ hear you say these kinds of bills 

in no way compete with Stete programs that we will always need 
as a national commitment to our unemployed. These programs may 
be improved over the years like we tried to improve the CETA Pro- 
gram. We now have the Job Training Partnership Act. 
My own personal commitment is always to have a program relat- 

f^iJlf *{^^* government-sponsored. I think that is very 

important. Bill. You have made that point. 

Another point I would like to make is that I don't see the bills 
competmg with each other. I think they are complementary. One is 
really geared toward the preventive approach, and I think. Nancy. 
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that i8 your kind of api^roach, and the other relates to the needs of 
the displaced workers and future retirement programs. 

I, for one, could intellectually and personally support both con- 
cepts with no problem whatsoever---as long as we never say this re- 
places the State programs that we will always have to have as a 
Nation. 

The other point is about where this concept came from. Some of 
us, under the auspices of the Northeast-Midwest Coalition, visited 
Germany and Sweden, and we saw— and Bill was. one of the mem- 
bers who joined us on that trip — very similar concepts. 

In many ways, countries like Germany and Sweden are a little 
bit ahead of us in term^ of how they look to the future and how 
they deal with their employees. It is a form of both areas being dis* 
cussed today. 

In terms of the concept and developn^ent of the ITA, we have 
eiven a great deal of credit to Pat Choate, our next witness. We 
have canonized yoUr Pat, and no one can handle it better than you. 

I think groups like your organization. Bill and Nancv, and the 
countless meetings that Dick, Sherry, I and others have had on the 
issue have been helpful in trying to develop the ITA approach. 
Dick, Sherry, and I have met as a group with the labor union 
movement, the Chamber of Ccmimerce, and other organizations 
about the ITA bill, because we feel that a coalition, not only of Re- 
publicans and Democrats, but of business and labor and Govern- 
ment is important for developing strategies for the future. 

Mr. BoEHLERT. Madam Chairman, I just wish you could bring all 
of our colleagues to the Polaris Trainmg Center in Cleveland. We 
were there and saw something extremely unusual, at least it was a 
first-time experience for me. 

We saw training proerams that had a 100-percent placement 
record. Every single graduate of the training program was immedi- 
ately placed in a good job^ and yet, they had vacancies in the train- 
ing program. 

And we asked why. And the response was very typical— displaced 
worker, exhausted unemployment benefits, now on welfare assist- 
ance, jfood stamps, doesn t have a dime to pay the tuition that is 
required of a training center like the Polaris Vocational Training 
Center. . 

Yet, if we had some fund like this, where that individual could 
take out $1,200 to pay, to fill one of those vacancies, get 26 or 39 
weeks of training, and they go out and their batting average is 
1,000, and that wins the title in any league. 

I would recommend that you encourage as many of our col- 
leagues as you can to visit that facility. It is doing a magnificent 
job. 

Ms. Oakar. Thank you very much. 

I would like to extend an invitation to all of you to join the siib- 
committee for the hearing. I know you are all very busy today; But 
if any of you would like to join the committee, we would be happy 
to have you sit with the committee. Thank you all very, very much. 

Ms. Oakar. Our next witness is Dr. Pat Choate, consultant for 
TRW. He wili be jointed by Patrick J. O'Keefe, the Deputy Assist- 
ant Secretary of the Department of Labor, and Robert L Craig 
with the American Socitity for Traihing and Development. 
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-iS*?^®?®"!.^!*'® ^^'y happy to have you today. We have 
SSSfi?* £"1 «no«8*»- Pat, perhaps you can tell us a 

httle bit about some of the job training strategic. 
. The ni^ thing about this—I think all my colleagues will agree— 
Hirj^r u ? ^® ~ «atty great ideas that people develop or 
think of, but somewhere along the line they fail to come to those of 
us who are in positions to bring them to fruition. 

Pat has not been modest and shy alout coming to us with his 
Ideas. I am personal y gratefiil for that. It has been just outstand- 
mg to have you as a kind of mentor in this area. 

We are grateful to TRW as well for the good work they have 
done in having you loan yourself occasionally— your ideas, I should 
say— to our efforts. > * bhuuiu 

Pat, thank you very much for being here. Please proceed. 

STATEMENT OF PAT CHOATE. SENIOR POLICY ANALYST 
ECONOMICS, TRW INC. 
Mr. Choate. -niank you very much. Madam Chairman. 
I wouW first of all like to thank the members for their very era- 

fiT-ur"*®"?- think I have to acknowledge al- 

though I may have had something to do with sbme of the glimmer- 
ing of the ideas, it has been the Members themselves and their 
staffs, and the staffs^ of the Wednesday Group and the Northeast- 
iMidwest Coalition that have taken an idea and made them into 
really workable concepts. 

And that is, as you indicated, the consequence of much work 
with Members and their staffs and with other outside experts. As a 
result of that, I think the two bills that are being discussed in this 
hearing are workable bills, and they are bills that, in laige meas- 
ure, have most of the bugs out of them. 

I think also they are important for another reason, in that they 
address comprehensively a m^or problem that this countiy is 
going to face over the next several decades, and that is rapid 
change that may produce enough jobs, but still produce a turbulent 
undercurrent of unemployment and displacement. 

/• Madam Chairman, I would like to submit my testimo- 

^J"''/^"® •'®^?r** take 3 or 4 minutes and summarize it. 

Ms. Oakar. Very good. 

fi.JJ''*fkiI°A^* At its heart what I am arguing in my testimony is, 
first, that there will be enough jobs in the economy. 

• ^'a^'"! the economy, what we are 

going to see 18 600,000 to 1 million or more workers each year, and 
?i^"i^^®"jL"® the United States, permanently displaced 
chSIge their jobs will have disappeared because of 

That is a change that is going to be unavoidable over the forth- 
coming years. I think we should accept that. 

I think that the two bills that are now being considered in effect 
acknowledge that that change is a permanent condition of our 
economy. 

Second, I think it important for us to recognize that we don't 
know precisely who those 600,000 or 1 million or 1% million work- 
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ers will be at any given point in time. It reflects technolc^cal ad* 
vance that we cannot predict. 

It may reflect increased competitiveness of other nations that we 
cannot anticipate. Thus, it becomes important with that degree of 
uncertainty to have a program that is sufficiently flexible to be 
able to address these problems of change. 

I believe the two bills being considered address that comprehen- 
sively. I think they meet some basic criteria. 

The bills are comprehensive; they permit individual choice; they 
are based on a sound financial system, on independent financing. It 
is equitable. If you needi it is there; if ypxx don t, you get the money 
for other purposes— and there is a sharing of rwponsibility. 

I would also agree with you, Madam Chairman. I believe the bills 
that have been presented are quite complementary. One bill, the 
Training Incentives Act, introduced by Mrs. Johnsoi^ and Mr. 
Clinger, will prevent a great deal of displacement through encour- 
aging firms to invest more in training to, in effect, put training on 
l^rity with plant and equipment and technology for investment 

At the same time, I think it is true that even with that invest- 
ment, we will have displacement. The Individual Training Account, 
I believe, will then deal with those workers that fall out of the em- 
ployment network, and, again, give the type of flexibility and indi- 
\» vidual ^choice that was described earlier in the testimony. 

Finally, I think the concept of a training IRA would, in effect, 
give to many wofkers that extra moneys that may be necessary for 
retraining. What we are going to find with the displacement that is 
going to occur , in the years ahead is that it is not going to be 
' limited to just blue-collar workers. 

It will include professionals, it will include technicians, it will in- 
clude nranagers. We are already seeing that happen. 

They are going to require more than $4,0(K) in many cases for re- 
training. A training IRA will permit, I believe, those workers to 
save and anticipate that chetnge and to give them the extra re- 
sources they need for that training. 

In those cases where, Arms do not wish to participate in an ITA 
program, then Jhe workers themselves have a fallback position 
that will permit them to engage in retraining efforts, or a safety 
net. 

So in summation, the Nation now faces a situation where turbu- 
lent change is going to be a national condition. We can logicallv 
expect a significant number of workers to dro]() out of the work 
force each year because they will be displaced because of this 



We do not know precisely who these workers are. And the two 
pieces of legislation that have been proposed are, I believe, at this 
point in time effective ways to address that problem flexibly and 
on a sound flnaacial basis. 

Ms. Oakar. Thank you very much. I wanted to add that you are^ 
the author oT a book that is one of the best sellers on the issue. 
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Testimony 

of ^ 
PbI Choate 
Senior Rjlicy Analyst, Economics 
TRW Inc. 



Mr. Chainnan and Mtttters of the Subconwrittce: 

I am pleased and honored to have the opportunity once again to appear 
before you. When I last testified, the subject ivas industrial 
competitiveness. What impressed me then, as itHSQes now, were some of 
the facts those hearings brought to light. Spa&i/rSaHy, that:" 



0 while 20 years ago traoe and fbreioD-^vestment constituted 
less than 13 percent of the U.S**s tbtal Gross Natiohal 
Product (GNP); in 1983, it was over 25 percent; 

0 « while only 20 percent of Anerica*s goods prooucing industries 
were subject to foreign competition two decades, over 70 
percent are now; and that 



0 while at least 100,000 advanced roboU will be in operation in 
the U.S. by 1990, over 900,000 will l!»e in operation outside 
the U.S. 

As these and other facts clearly suggest, work 4n the U.S. is unoergoing 
massive, far-reaching and irreversible change. : What is also clear is 
«that most American workers blue collar, professional, technical and 
managerial will require retraining and perhaps even relocation at some 
point in their careers, perhaps at several points. The fortunate ones 
will make those ddjj»tment$ while they are employed, adapting to change 
along with their employers. Others, however, will be forced to make 
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these changes while they are' unemployed — displacsd from Jobs that will 
have disappeared forever. ' 

Today,, the importance of the displaced worker topic is derived less from 
any of the particular xemedies before the CongresSi but more from the 
•explicit recognition tty^hose appearing before you, including myself, of 
the heed for the nation to institute new approaches that will better 
assist displaced workers prepare ^emselves for reemployment. It is in 
that vein thf»t 1 offer my coiwnents'this^morning. And to be fair to the 
Committee, I want to emphasize that my comments are my. personal 
' observations ind view% and pet necessarily those of any others. 

In exploring this topic, ^ wili address three basic questions; The first 
is can the U.S. 'create enough- Jobs for all those who wish to work? The 
second is how many displaced workers will exi&t and who will they be? 
And thirds what are th^ characteristics that should guide the creation, of 
any effdrts to assist displaced workers? Also, I wish to offer some 
■ coafifients on two pertinent pieces of legislation now before the Congress 
— H.R. W2 and H.R. 5159. 



will Thece .Be Enough Good Jobs? 

As to the question of will there be enough Jobs, the answer is yes. For 
ttie balance of this decade and in the next, enough new Jobs, beyond 
. normal attrition, will be created to provide work for virtually all who 
wish to work* I believe we can be reasonably certain about his becau^ 
of the aritrtnetic of jobs in the U.S. It depends on two basic factors 
the rufftoer of people who will want jobs and' the ability of the economy t 
produce those Jobs. 

The number of people who will want Jobs can be accurately estimated 
becau$je over 60 percent of the workers in the year 2CX}0 are already 
adults and most are already at work* The U.S. Bureau of the Census 
projects ,that over the next 25' years the labor force will grow at a very 
slow rate, about 1 percent annjally. Thus between* 30 to 35 million Tiew 
Jobs must^l^?^ created over the next quarter century if unemploynteht is to 
be herld at roughly a 6 percent level, ftit Into pe^spective^, Americans 
job^creation.challenge over the the next quarter century will be less 
thai that ^f the past quarter century. Then almost 40 million new Jobs 
^ • werAcreated, and the number of Jobs created exceeded the standard 
fore^sts. 

Perhaps the best indication of the economy's ability to proAice enough 
Jobs is found in the projections of the Bureau of Labor Statistics 
(a.S). It projects that between 1982-1995, the American economy will 
produce over 25 million new jobs: 18.7 million in the service inOjstrles 
and 6.5 million in non-marwfacturing. Coring this same period, the labor 



r 

53 



\ 

force will only increase |>y 2). million workers, ^ese estimates appear 
realistic. They are based on the assumption that productivity will grow 
at about 1.6 anaially and the GNP will grow at a real annual growth of 
about 3 gercefit. \ « 

lYxiSi it appears' tr»at the U.^. economy will create enough jobs for the 
next decade. Moreover^ the a.S projects that most of those Jobs wi 1 
exist in the same occupatioi'S ,that now exist. Thus to the extent that 
today's Jobs are or are not goOd Jobs so to will they be for the next 
oecade. , ' ^ 

whdt th(ise aggregate numbers fail to highlight, however, is the great 
turbulence ^ich is likely to exist in the labor market with the rise of 
old industriesi decline of old ones, the mechanization of much of the 
nation's production ana the increased involvement of the nation in global 
trade. This, underlying turbulence is sure to create worker displacement. 



H3W Many Displaced workers Will There Be? 

No one knows how m'any displaced workers there are. This reflects 
definitional problems and the limited amount of research U^at has been 
done. However, the studies which do exist suggest that a significant 
number of workers are likely to be displaced" at any given tlme» . , 

The Congressional EUdget Office (CBO), using a conservative array of 
single criteria, such as displaced workers ov^r age 43 or workers in 
oeclini'^g occupatiofte, estimates that in 1982 that between 840,000 and 
2.2 million American viorkers were displaced from'their old Jdbs. 
Obviously, the number of displaced workers would be substantially higher 
if the tsttal included other categories of displaced workers — for 
example, those unoer aoe 43,- those in stable occupations, or those 
residing in economically vital areas such as the displaced Atari worked 
in the Silicon Valley. Conversely, if aoditional criteria or 
restrictions were considered, such as raising the definitional age to 50 
or considering only workers in the automobile industry, the number of 
wor[<ers categorized as displaced would be reduced. 

Subsequent estimates by sUidents of this topic such as Halcolm Lovell ana 
Kenneth McCellan have placed the number of displaced workers at between 
600,000 to 1 million at any given time. 

Even if the lo«^«r estimates of t^e rumber of displaced workers is used, 
it is clear that their continued unemployment creates high costs to the 
economy in terms of the diminished competitiveness of individual fims, 
reouceo Gross Ntational Product because of lost production, increased 
demands oT> the Unemployment Insurance system, and a greater reliance on 
social programs ^uch ^s welfare and food stamps. Moreover, the high 
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personftl cosU to' the affected workers and theijr families are largep but 
IncalcxilaDlc. ^ ^ ^ 

to you knowp the displaced worker problem has oop gone unnoticea by 
either the Qoverrment or the private sector. OvM the past 50 yearSi the 
federal Qoverrment has created many programs that provide displaced 
workers with a range of assistancep from information and counseling to 
incoiT^e maintenarce and retraining. Indeed, 22 federal grant-in-aid 
progransp most of them created during the past twb decades, are designed 
specifically to facilitate displaced worker adjjstment. Most of these 
programs are narrow gauged efforts to assist specific groups of workers 
in specific industries or specific places, such asl displaced redwood 
forest workers or those adversely affected by impotrta. 

The latest national effort to assist displaced workers — Title IH of 
the Jobs Training Partnership Act — is an important piece of legislation 
because for the first time the federal government has assumed the 
resporeibility to deal comprehensively with the issue — that is, 
eligibility is not limited to any particular regiori, occupation or 
industry. With the adoption of this legislation, thc> nation recognized 
that displacement was likely to be Ji peitnanent part of economic change 
and that virtually all workers in virtually all industries were 
vulnerabfe to the vissitudes of change. \^ 

At the same time, a few companies, in cooperation with the unions 
representing their employees, have established special programs to assist 
displaced workers. For example. Ford, General Motors, General Electrig 
and, most recently, ATAT will provide displaced workers with extra 
severance pay, retraining or out-placement. 

Under the 1983 contract between the Communications 'Workers ana AT&T, 
traininglind retraining will be available to workers jwhose jobs are 
affected by techwlogical innovation. These programs will be financed by 
the company and administered jointly by the company and the union. For 
lorkers who are going to be laid off, the company will provide funos for 
job training and relocation assistance. 

Also, a few states such as California, Illinois and Delaware have 
initiated state programs to assist displaced workers through training, 
counseling and placement programs. One of my colleagues on this panel. 
Or. Dennis Carey, Secretary of Labor forfthe State of Delaware has done 
pioneering work in adapting existing progt^s and creating new ones to 
assist displaced workers — and with great lyccess. 

Ojii delines for an Effective Displaced worker Program 

If the nation's displaced workers are to be assisted in making the 
transitions they face, several actions are required. And the most 
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important of these is to prevent worker displacement in the first place, 
ait if that is to be, then employers must be encouraged to invest more in 
the training of their workers — to keep their skills abreast with the 
changing demands of their work. 

Unfortunately, ^lic policy today gives. special incentives to fixros to 
invest in two of the three factors of production — capital equipment and 
Research and Development — but not in the thirdr the training and 
retraining of the workers. H,R. 5159, which has been introduced by 
Congress woran Nancy Johnson and Congressman William dinger, addresses 
that gap in public policy in a forthright and w>rkabl% manner by giving 
fims tax credits for training. This approach gives greml^exibility to 
firms in choosing which training to select and gives the go^ment great 
assurance the tax expenditure will be used wisely since firms are 
unlikely to invest in that which they do not find productive. By 
encouraging more training by employers, much worker displacement can be 
prevented, but not all. 

fi6 a natural consequence of economic change, millions of workers can be 
expected to become displaced workers in the years ahead. If they are to 
be reemployed with speed, efficiency and dignity, some reforms in the 
nation's straining policies are required. Some of these reforms involve 
making existing programs work better. Others are also neeoed which 
center around new policies and programs, including new firoincing 
mechanisms that will have permanent solvency. 

These reforms need not be made all at once, but can be undertaken 
individually, as time and circumstances permit. To ensure that 
individusl refoitns will eventually fit into an oroered whole, however, it 
is necessary to define some basic principles that should guide both the 
reform oC existing programs and the creation of new ones: 



1, ' Individual choice . 

Ultimately, the displaced workers themselves bear the major 
costs associated with structural unemployment and have the 
most to gain from their own reemployment. Thus, to the full 
extent possible, these workers must be given individual choice 
in the basic oecisions made in any adjjstment assistance 
program, 

2. Comprehens i ve co verao e , 

Because the incidence and timing of structural unemployment 
are difficult to predict — potentially affecting anyone, 
anywhere any progra to assist displaced workers must cover 
everyone who is displaced. 
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3. Llnkajie of displaced <K)rket assistance to income suppo'.t . 

Any new displaced worker assistance program shoulo be linked 
' to the Unemployment Insurance System so workers have income 
.while they are in training. 

4. E arly intervention * 

Under existing displaced worker programs, too long a period is 
pemitted to ej apse before action is taken. This slows the 
processes of worker adjjstment and raises the costs to both 
business and government of operating the UI system. Earlier 
intervention is urgently required* 

5. Assured financing . 

If comprehensive coverage and early interventions are to 
become a reality, assured financing is needed* This will 
require a new financing mechanism that does not depend on 
anmal appropriations from the federal, state or local 
« goverrments • 

6. Flexibilit^y . 

Because of the uncertainty of structural change, any displacca 
worker adjustment assistance system must be flexible enough to 
meet the diverse needs that may arise* 

7. Improve existing systems . 

Many of the elements of an effective comprehensive displaced 
worker program such as the Employment Service and UI system 
' — already exist* Iheir programs such as Job referral 
services and counseling systems must be given necessary 
resources, modernized technology and a clear mandate* 



Reforms in current programs will substantially enhance the quality and 
effectiveness of the nation's displaced worker assistance efforts* Even 
after existing systems are improved, however, the linchpin of a 
comprehensive displaced worker assistance program will have yet to be put 
in place namely* a new financing mechanism, that can effectively 
guarantee the availability of retraining and relocation assistance for 
the mi mors of workers whose Jobs will be abolished in the years ahead* 

TTie costs of retraining will be high but not prohibitive. Moreover, not 
all workers will need or want retraining or relocate. Simply fxit, no one 
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knows how many will want or need retraining only that many wlll^ 
Thus, a flexible approach is required. 

lUS^^if fnt^'Y?*?^^ alternative ways to finance such a comprehereive 
and flexible displaced worker assistance system » including direct federal 
or state fbndlng; the use Of some part of UI entitlemenU for retraining; 
or the creation of a wholly new self financing mechanism the 
IndivlAial Training Account (ITA) called for in H.R. 4832 which has been 
intro<^ed by Congressman Richard CUibin, Congressman Sherwood toehlert 
and Congress woman Mary Rose Dakar. 

As proposed in their legislation, the Individual Training Account (ITA) 
would be a flexible, simple-to-aomlnister, self-financing system designed 
to speed the reemployment of displaced workers by providing funos for 
retraining and, if necessary, relocation as well. Becmjse it is 
self -financing, the ITA would not add to the already severe financial 
pressures on the UI system; nor would it depend on annual grant-in-aid 
appropriations from the Congress. 

The ITA blends two of the nation's best experiences in training and 
savings - the voucher^ased national retraining progran, the G.I, Bill, 
and the savings- and equity-based system, the Individual Retirement 
Account. The ITA has a number of attractive features: 

0 It is portable tied to the worker and not to the Job; 

o It has a built-in incentives for prudent use — at retirement 
of the worker the unused portions, plus accummulated interest, 
are returned to both the worker and the employer; 

o It is not dependent on annual^appropriations; 

o , It i^ould increase the nation's savings; 

o It has caps on contributions; 

0 It would permit great flexibility of choice for the worker in 
the selection of training programs to take and where. 



The ITA as embodied in H.R- ^32 is a workable approach to a major 
national challenge. 

H.R. 515^9 has another feature which 1 find quite attractive, the 
provision that permiU individuals to use fbnds f.-om an IRA for 
retraining. Many indiviAials will need more thar the $4,nro that the iTA 
provides. For those workers, the extra fUnds provided by a Training ira 
(T-IRA) would be a useful supplement. 
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Togetheri H.R. 5159 and H.R. 4832 build a complementary mosaic of 
programs. The training investment credit, the ITA and the T-IRA will 
prevent some displacement by encouraging firms to invest more and yet 
offer a flexible unoerpinning of retraining/relocation assistance to 
those who are displaced. 



If the United States is to keep pace with, even be ahead of, the velocity 
of economic and technological change, then the nation must be prepared to 
help its workers adapt to a changing economy. Creation of an effective 
displaced worker prog^^^nm must be a primary part of that effort. 

H.R. 4832 and H.R. 5i:»9 create national policies and national programs 
that will assist workers and fixms make those adaptations with 
confidence, efficiency and dignity; 

Thank you. 

Ms. Oakar. Mr. O'Keefe is the next witness. I did want to men- 
tion he is the Deputy Assistant Secretary for Employment and 
Training in our Department of Labor, and he has directed the im- 

Plementation and aoes oversee the Job Training Partnership Act 
rograms. Previously, he served as Administrator in the Office of 
Strategic Planning and Policy Development and as a Deputy Direc* 
tor of the National Commission on Employment Policy. 

Because of the short time in which we organized this hearing, we 
understand that your remarks will reflect your personal views as 
opposed to the views of the Department. Is that right? 

STATEMENT OF PATRICK O'KEEFE, DEPUTY ASSISTANT 
SECRETARY, U.S. DEPARTMENT OF LABOR 

Mr. O'Keefe. Yes, Madam Chairman. That is the case. I do ap- 
preciate the opportunity to come and appear before the subcommit- 
tee. 

Like the other witnesses, I think you are to be commended for 
taking on a very important issue; not an issue \just for 1984, but an 
issue will be with us certainly for the rest of this centui^. 

I will organize my remarks around two themes. One is to discuss . 
briefly title III of the Jdb Training Partnership Act, the Dislocated 
Workers Program currently on the books; and then talk about the 
concept of Individual Training Accounts. 

We need to recall, at the outset, that the concept of ( located 
workers does not lend itself to precise deflnition. None ot us can 
parade in here a stereotype and say this represents all dislocated 
workers in all of the United States. In an economy as dynamic and 
diverse as ours, the concept changes over time and across places. 

I think Dr. Choate does us a great service in reminding us that it 
is not just a blue-collar phenomenon— that the stereotype of a steel 
mill somewhere in this country that encapsulates everjrthing about 
dislocated workers is not something that we can use as the basic 
assumption for policy making. 

In broad terms, dislocated workers are individuals that have two 
basic characteristics! it seems to me. One is they have had a stable 
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attachment to a specific job for some period of time. We would 
have to put some details on that; but I think that is one aspect of 
it. The second is that the individual is confronted with the perma- 
nent loss of that job. 

When I say confronted^ I use that word to include both those in- 
dividuals already laid off^ and those persons scheduled for lay off. 
We don't have to wait for the trauma of unemployment to deter- 
mine that an individual is a dislocated worker. 

I would also point out that we don't have a precise estimate of 
the number of dislocated workers. It is going to change with the 
course of the business cycle; it will change as technological develop- 
ments come on line. 

What we do know is thatr depending on your definition^ the esti- 
mates will vary very widely, anywhere from one-half million to 3 
million. 

I think another thing that we have to remind ourselves is that 
we do not have sufficient experience to date to be able to point to 
one strategy and say this is the best way to train people for reem- 
ployment. Perhaps the only common thread is that typically' there 
IS a need to convmce the individuals that they are very unlikely to 
return to their former employment. 

We have heard the anecdotes of workers laid off from a plant 
that has very little likelihood of reopening. Yet every day they go 
back down to the plant in belief that somehow that facility will 
reopen and their job will reappear. 

I raise this background not to argue against action, quite the con- 
trary. I raise it to underscore a word that I think has to be the 
byword of the way in which we proceed. 

It is a word Dr. Choate has used: flexibility. I think no matter 
what we do, we have to retain for the individuals and for employ- 
ers the maximum degree of flexibility to respond to the economic 
circumstances in which they are operating. 

Let me now turn to title ill of the Job Training Partnership Act. 
That law was signed into law by President Reagan on October 12, 
1982. It became fully operational October 1, 1983. 

So we have roughly 9 months worth of experience. The dislocated 
worker program, which is only one component of that legislation, 
emphasizes training and lob search assistance as the means by 
which we will return people to regular self*su8taining employment. 

It does permit the training and the employment services to be 
provided prior to the separation of the individual— if there is a 
very clear recognition that dislocation is going to occur in that em- 
ploying establishment. 

It deflnes dislocated workers broadly, giving to the governors the 
discretion to identify which groups of workers are truly dislocated. 
And it is administered in a block grant form so that the States and ^ 
localities have the maximum degree of flexibility to fashion their 

Srograms to respond to the local circumstance that they are ad- 
ressine. 

For the current program year about $223 million has been appro- 
priated for title III of the Job Training Partnership Act. We esti- 
mate this will serve 90,000 to 100,000 individuals. 

As I said before, the program became fuUy operational in Octo- 
ber of 1983, although we did have some early funding for the dislo- 
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cated workers program. Through March of 1984» which is the most 
recent period for which we have data» approximately 65»000 indi- 
viduals nave been served. 

One thing we observe is that the cost for training in this pro* 
gram is somewhat below the $5>000 to $5,500 we originally estimat- 
ed that a unit of trainixig per year would cost in this program. 

The pr(^am has demonstrated the kind of flexibility that I 
think we would all look for. We see under title III, projects serving 
dislocated workers in Pennsylvania and Ohio who have been disem- 
ployed from steel plants. 

It is serving people on the southwest border disemployed because 
of the freeze that occurred last December in the citrus groves and 
the devaluation of the peso. 

It is being used to serve people who have been thrown out of 
work because of the closing of tuna canneries in California. 

So it has displayed substantiial flexibility. 

One thing that we are observing is that the title III program, I 
think, because it is administered in large part by public sector in- 
stitutions, it tends to be project oriented. 

We tend to think in terms of classroom size training or projects 
that will serve large groups of people. Let me take you back a 
moment to what I was. saying about the stereotype. 

Not all dislocation occurs— in fact» a substantial part of disloca- 
tion does not occur be^^use of plant closings, or because there has 
been a mcgor phasing dcwn. 

It often occurs because certain clusters of occupations with an 
employer have become insufficiently productive for the employer to 
mamtain that activity. 

So I think, therefore, there is in the administration of JTPA 
some limitation of its flexibilitv in that it tends to be protect orient* 
ed. It is still too earlv to say tnat is the onl^ approach that we are 
going to see; but in the flrst 6 months that is one of its key charac- 
teristics. 

Let me now turn to the concept of Individual Training Accounts. 
There are several pieces of legislation and I think many of them 
are complementary. I would rather stay with the concept, however, 
than to deal with the speciflcs of the various proposals. 

The concept of an Individual Training Account does deserve very 
serious consideration as part of our overall employment policies in 
this country. I think that is the case for several reasons. 

Number one is because this concept, if adopted, would encourage 
human capital formation and regeneration. It would get us out of 
the mode of thinking about ourselves as batteries, that we charge 
with human capital at the beginning of our lives, but once we grad- 
uate from high school or college, we then have to carry ourselves 
forward on whatever that charge was. 

The second thing that is very appealing to me is the fact that it 
is voluntary. It permits employers and workers to decide ho "' the 
compensation package is to be allocated across the full spectrum of 
benefits— wages* leisure, training, and so on. It permits the deci- 
sionmaking to occur in the context of labor/ management negotia- 
tion which serves this country so well. 

The third thing, and I just keep coming back to this because I 
think it is key, is that it retains the flexibility that individuals 
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need. to be able to decide what their interests are as jobseeker8» 
what are their aspirations, what is the training that is going to 
prepare them to achieve those aspirations. \ 

And the last feature of it is that it potentially proyides a funding 
mechanism that would not otherwise be available to small and in- 
termediate employers in the same way it would be available to 
large employers. 

I think there are questions with any of these proik)sals that we 
cannot ignore, ^^rtainly one of those questions has to be the fiscal 
implications. A. id the second thing is that the enactment of it, 
while it is certainly not competitive with other policies, may re* 
quire adjustment in the policies that are currently in place. 

Madam Chairmim, I appreciate the opportunity of being here. 

Ms. Oakar. Thank you for your comments. 

Mr. Craig is the vice president, government affairs, for the Amer- 
ican Society for Training and Development. He is the editor and 
publisher of the National Report for Training and Development 
and has served as the senior editor of the Training and Develop- 
ment Handbook. For a long time, he was the editor of the Training 
and Development Journal. 

We are very happy to have you as a witness today. You have a 
long background in terms of being interested in the subject. We are 
happy to have your testimony. 

STATEMENT OF ROBERT L. CRAIG, VICE PRESIDENT, GOVERN- 
MENT AFFAIRS, AMERICAN SOCIETY FOR TRAINING AND DE* 
VELOPMENT 

Mr. Cbaig. Thank you very much. I am especially pleased to be 
here today to represent the 50,000 members of the American Socie- 
ty for Training and Development. They are people engaged in em- 
ployer provided education and training. 

You are probably aware, but if vou are not, that is the largest 
single force in the retraining of the American work force today. 
Our best guess, although the data are» to use the technical term, 
lousy— our best guess is that employers spend something like $30 
billion annually in direct and indirect costs. That does not include 
the salaries and wages of those being trained. 

That is why we are interested in job training legislation, because 
that is our business. 

We are very pleased and commend the Members of Congress who 
have introduced these recent legislative proposals that deal with 
job training legislation, because we believe that the competency of 
our overall national work force—and that includes from entry level 
through the crafts people, through the office and clerical and sup- 
port people, through the professionals, engineers, and the mans^* 
ers, in all sectors— represents the greatest asset this country has. It 
is a key factor in national economic health. 

Consequently, we support legislative measures that recognize the 
importance of investing in human capital such as your proposal to 
give tax credits to employers for the employee training costs, that 
is part of H.R. 5159, the National Training Incentives Act. 

Now, despite the fact that employers spend a great deal of 
money, there is still an underinvestment in our opinion. But we do 



ERLC 



62 



59 

suffgest some changes in H.R. 5159 on this provision in order to 
help ensure its success. 

One, we believe that you need a good working definition of train- 
ing, because this would preclude a great deal of administrative con- 
fusion and dispute later on. We are now conducting research par- 
tially sponsored by the National Institute of Education on the 
nature and extent of employee education and training. 

And we have evolved a defmition of employee training for that 
purpose. We suggest, and we have suggested to some of your 
people, that it might be used as a basis for defining employee train- 
ing. 

It has to be an organized effort, for example. But it should not 
include the informal, on-the-job training or coaching and supervi- 
sion. Otherwise, I think it becomes unmanageable right away, and 
you will have a lot of difference of opinion. 

Another suggestion along the same lines is to set guidelines as 
clearly as is practical for what kind of training costs are edlowable 
as tax credits. Unfortunatelv, there is little consistency now in how 
emoloyers account for training costs. 

Unless we have some clear guidelines, we are going to get into 
trouble about what training is or is not. Some emplovers include 
direct costs for training, some indirect costs» some do include sala- 
ri^ and wages. 

And there are big differences in what the training costs are. This 
is a rather complex matter, and, again, we have come up with 
some sample cost models in our research which we have suggested 
to your staff. 

Incidentally, we have just conducted a survey of a group of 600 
^ or 700 senior managers of human resource development in the pri- 
vate sector, people in our field, and we had 92 percent of the re- 
sponses in favor of tax credits for employer investment in the 
training. 

In the same survey, 73 percent of the responses favored the pro- 
vision for elimination of the penalties for the withdrawal < indi- 
vidual retirement account fUnds by displaced workers who would 
use those funds for job retraining and without penalties. 

So we would support that fully. On the other hand, we do have 
some concern on the individual training account issue. While our 
survey showed 70 percent of these people favored ITA*s, our nation- 
al issues committee, which discussed these issues at length, had 
some concerns. 

The net result of ITA's could be that higher income people would 
use it for a tax shelter. Lower income people with limited discre- 
tionary income might feel they could not afford the ITA's And you 
would end up perhaps with a net revenue loss in the form of tax 
shelters and little use of the mechanism for tr^ning the people 
who need it most. But we admire the intent and purpose. 

Now, I would like to raise another employee development issue 
that is causing extensive concern among a wide range of inter- 
ests—labor, education, business, industry, and so on. In June, the 
Joint Tax Committee Conference failed to extend section 127 of the 
Tax Code which deals with employee education assistance. 

Arid now we are back ^ Treasury regulation 162-^5, which says 
that you can only exclude employer provided educational assist- 
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ance if it relates to your present work. If it prepares you for the job 
or advances your job, it becomes taxable income. 

Now, a lot of people have a myth— like Assistant Secretary of the 
Treasury, John Chapotpn, who just the other day said that section 
127 is a perk, obviously for executives, and also that it is a revenue 
loser 

First-hand evidence shows that is not true. Lower«level people 
trying to get ahead obviouslv get taxed under that principle for 
moving ahead, which we would term regressive taxation, 

For example, we have had reports just recently from the Ameri* 
can Institute of Banking that show that students in their school of 
banking are 68-percent female^ 68 percent immigrants, 76 percent 
bank clerks andlsecretaries, and only 8 percent bank officers. 

Because Congress did not extend section 127, two large banks in 
New York have already started to withhold taxes, and have experi- 
enced drops in participation rates in tuition aid programs by 47 
and 50 percent, mostly hy lower-level people. 

The director of the Continuing Eaucation Institute in Boston, 
which uses section 127 tuition aid for remedial education for 
employees, showed that 22 percent of his graduates had received 
promotions, 50 percent had gone on to additional education and 
training. In that progreun 76 percent were women, 63 percent mi- 
norities, 25 percent had been on welfare at one time, and onlv 25 
percent had attended high school. Thirty-two percent were oom 
outside the United States, a mere 12 percent were reading at high 
school level when enrolled. I don't think that is a perk. We have 
drita attached to my testimony here which show a lot more of that 
kind of 4;hing. 

We do want to disspell that my>'h. We have also shown that 
Treasury would g?un more revenue through the increased income 
taxes on the more qualified pfiople as a result of their education 
and earning more income. And that is a pretty easy calculation. 

Also, as Pat Choate told us, section 127 would reduce cost to the 
Federal Government through lower unemployment costs and 
higher productivity. Anyhow, we hope you might do anything you 
can to extend section 127 of the Tax Code, which we hope will 
again come up this year before Congress. 

In the overall context, I would like to make Several points on iob, 
training legislation that would be, in our opinion, worth consider- 
ing. One is employers should be encouraged to invest more heavily 
in human capital, such as you are doing with the tax credit propos- 
al. 

Two, I think that we should encourage publicly supported occu* 
pational education to work more closely with employers. 

Three, encourage more collaboration among employers to share 
in ioint human resource development activities without punitive 
Federal regulations, such as antitrust and tax issues. This is a seri- 
ous issue on the leading edge of technology. We have difficulty in 
developing enough qualifiea people— managers, professionals and 
technicians. When companies get together and talk about doing 
this on a joint basis, company lawyers get very antsy on antitrust 
issues. 

The fourth item is to encourage exchange between innovative 
Federal research and development in training technology and 
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human resources^ such as the Department of Defense is doing, and 
all private sector job training. 

And our fifth point is to reinstate sectioit 127 of the Tax Code 
promptly. We believe that responsiven^ to the changing needs for 
new work force knowledge and skill is fhe key to the economic sue** 
cess for the nation. 

We believe stronger orientation to these changing needs* is how 
^ we are going to be able to keep and create jobs for Americans. 

ThanK you very much. 

Ms. Oakar. Thank you very much, Mr, Craig. 
^. . [Mr. Cray's prepared statement, on behalf of the American Soci- 
ety for Training and Development, follows:] 
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statm#nt of 

Robttrt L. Craig 
Vic« Prasidant, GpvarnMnt Affairs 
American Sociaty for Training and Davalopnant 

ragarding 

Job Training Lagislation 



bafora tha 

Subcommittaa on Economic Stabilization 
John J. LaPalea, Chairmaiy^' 
July 31, 1984 
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X «A Robert X#. Craig of thm Att«ricaA Society for Trainkig and 
Davalopmant. X am pXaaaad' to torn hara today to rapraaant our 
Soeiaty*a 50,000 manbari who ara angagad in ampXoyar«providad 
adiaeation and training. You ara probably awara that our fiald 
ia tha Xargaat «ingla forca in tha ratraining of tha Amarican 
work forca. Our ba^ guaii ia that ampXoyara ara now ipandi^g 
^•oma $30 billion, atilaast, in this af^ort and all signa 
indicata. that this invaitmant in ampioyaa davalopmant will 
incraa«a. ^Thus, wa hava vary diract intaraat in national job 
training lagialation. 

Wa ara vary plaasad to laa that racant lagislativa propoaala hava 
baan diractad to tha broadar aipacta of work* forca davalopmant. 
Tha compatancy of our ovarall national work forca from antry 
laval to profassionali and managars in all sactors raprasanta 
tha graatast assat tha nation has and is tha kay factor in national 
aconomic haalth. ^ 

Conaaquantly, wa support lagislativa \maa8uras that racogniza tha 
i»portanca of invasting in human capital suc^as tha proposal to 
giva tax cradits to amployars for thair ampioyaa training costs 
that is part of H.R. 5159, Tha National Training Incentivas Act 
of 1984. 

We do suggest some changes in H.R. 5159 which wa believe would 
help insure its success. 
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W«'b«Xitvfi th«t r good^ working definition o£ training in thm bill 
would pr«olud« it great daal o£ adminiatr^tiva confuaion later on. 
Wa ara praaantly conducting raaaarch, partially aponaorad by the 
Nation^ Inatituta of Education, inr.o tha nature and extent of 
employee training, and we auggeat t*te uae t>f a definition, of 
training aimilar to that we .have evolved for that project. It ia; 
•Employee training ia an organized effoi^l provided, or paid 
for, all or in pa^t, by an imployer and designed to improve 
job performance, career progreaa, or organizational effective- 
•neas. It includea claaaroom, laboratory, vendor-provided 
aeminars, directed ii\dependent atudy and other activitiea^ 
with a clear learner/inatructor or other developed program 
charactariatic. It does hot include informal on-the-job 
0 coaching or superviaion. ** ' 

We can atteat to likely confusion in rajfulatory interpretation 
of what training is and is not in the absence of clear intent. 
Confusion ha^ bean a major problem with Treasury regulation^l62-5 
which -now applies to employer tuition aid since tax code Section 
127 on Employee Educational Assistance has been^llowed to expire. 

Anothier suggestion we would make is to set guidelines, as 
clearly as is practical, for what kind of training costs aro**^ 
allowable- for tax credits. Unfortunately, there is little^ 
consistency in how . employers .accSUnt* for training costs, 'some 
include direct costs only, some indirect costs, and some include 
the 'salaries and wages of those being trained. This ia a rather 
complex matter which, unless anticipated in any ensuing statute 
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and regulation, could «X»o l«ad to txteniive administrativt 
confuaion and dispute. We have been developing standard training 
cost accounting models in our research program and have suggested 
their consideration to the bill's sponsors. 

Incidentally, we have just conducted a survey of a sample of 
senior managers in our fisld of human resource development and 
92% of the responses were in favor of. tax credits for employer 
investment in employee training. 

In the same survey, 73% of the responses favored the elimination 
of penalties for the withdrawal of Individual Retirement Account 
funds by displaced workers who would use IRA funds for job 
retraining. We see that some -economically distressed unemployed 
workers might well be forced to use IRA funds for acquiring new 
job skills and this provision would merely remove the penalty for 
doing so. 

On the other hand, we have some concern for the Individual Training 
Accounts as proposed in H.R. 4832. While our new survey shows 
that about 70% of our senior manager sample favored iTAs. our 
National Issues Committee has raised some questions. Our Committee 
discussed the issue at length and, on the basis of available 
evidence, raised some questionss. It would appear entirely possible 
that higher income people, who would not be as likely to need 
funds for oob retraining, would use ITAs a> tax shelters, not 
retraining. At the same time, lower income people, who would 
likely have more need for job retraining aid, would be less likely 
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to participatt voluntarily bacauaa of limittd digcrationary incoma 
for that purpoaa. Tha nat raault night ba a loaa of fadaral tax 
ravanua through thia additional tax shaltar with littla uaa of 
tha machaniam for tha intandad ratraining purpoaa.. 

Now/ I ahould lika to raiaa anothar amployaa davalopmant iasua that 
ia cauaing axtanaiva concarn among a wida ranga of intaresta. Tha 
Juna joint tax committaa confaranca failad to axtand tha amployaa 
aducation aaaistanca proviaiona of tha tax coda. Aftar baing in 
affaot Ifor fiva yaars, it axpirad Oacambar 31, 1983 ar a now 
'Traaaury ragulation 162-5 ^gain applias to amployar-providad 
tuition^ aid for amployaa education. Ragulation 162-5 aaya that 
if amployar tuition aid for education doaa not ralata only to 
your prasant work, it ia aubjact to fmployaa incoma tax, Social 
Security tax and unamploymant tax. Not only did this ragulation 
cause great confusion because of widely-varyin9 interpretation 
of what is directly job related but/it results in severe discrim- 
ination against lower-level employees. Higher-level employees 
with bi'^ad job descriptions can ob\ iously relate many kinds of 
education to, their jobs. Lower- level people trying to get ahead 
through acquiring new knowledge and skill with their employer's 
financial help can not. Somehow, there is a lot of mythology 
around that Section 127 is a perk. That*s what Assistant Secretary 
of the Treasury John E. Chapoto^ has labeled employee educational 
assistance — a perk and a revehue loser. 



Our first-hand knowledge of how employer tuition aid for education 
is actually used contradicts thpse contentions. Our evidence showtf 

1 
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that Section 127 cau»«cl dramatic Increases in us* of smploysr 
tuition aid by low«r-lev«,l employees, particularly by women and 
minorities. For example,' we have reports from the American 
Institute of Banking that the students in their School of Banking 
-re 68% female, 68% immigrants, 76% bank clerks and secretaries 
with only 8% bank officers. Since Congress failed to extend 
Section 127, two large banks in Mew Vork started withholding income 
tax on tuition aid, and their participation rates have dropped 
and 50% in these kinds of educational programs. Frank McMullen, 
Executive Director of AIB in New York, wrote us that *The spring- 
board to upward mobility through non-unionized banking ranks has 
been sawed off by our national fathers." 

Dr. Lloyd David, Director of whe Continuing Education Institute 
in Boston, sees Section 127 "not as a luxury but a necessity." 
His Institute provides basic education to lower-level employees 
through employer tuition aid programs. He reports that a study 
of his 1982 program graduates who attended on the basis of Section 
127 showed that 22% had received promotions, 50% had gone on to 
additional education and training. In that program, 76% were 
women, 63% minorities, 25% had been on welfare at one time, only 
25% had attended high school, 32% were born outside the U.S. and 
a mere 12% were reading at a high school level when they enrolled. 
Is this kind of employer tuition aid really a perk? 

We have also shown that the Treasury v.ould actually gain more tax 
revenue from the higher income taxes collected from employees 
who made more money by increasing their earning capacity through 
more education. The nation* s economy would also benefit from 
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lowered unemployment costs and from increased work force productivity. 
We -want to try and dispell the myth that Section 127 is an 
executive perk and that it represents a revenue loss in the 
broader context of national interests. 

\ 

William Raspberry, syndicated columnist at The Washington Post, 
in a Ju^y 25 op-ed page piece pointed out the unfairness of the 
Congressional inaction on this issue in his article, "Only the 
Little Guy Gets Hurt.** 

Hopefully, the Members of the House of Representatives will follow 
the Senate with prompt action to reinstate Section 1^7 in the 
same spirit represented by these bills, H.R. 4832 and> H.R. 5159. 
We need to pay a great deal of attention to legislative measures 
which will improve the competence and the quality of <^ur overall 
work force. Our human capital, all of it, is the critical factor 
in our national well being. We highly ccmmend those Members, of 
Congress who are working toward that end with these new initiatives. 

In the overall context of the current trends in Congress, we see 
needs for federal legislation that would: 

1. encourage employers to invest even more heavily in their 
human capital, our most critical national asset, 

2. encourage publicly-supported occupational education to 

be more needs-oriented by workring more closely with employers, 

3. provide for collaboration among employers to share 
in 3oint: humart resource development activities 
without punitive federal regulation. 
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4. encouragv exchange between innovative federal research 
and' development in human resources and all' private sector 
job training. 

5. reinstate section 127 of the tax code promptly. 

W believe that responsiveness to the changing needs for new 
work force knowledge and skill is the key to national economiid 
success. We need stronger orientation to these changing needs 
If we are to keep jobs for Americans. 
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MSMOJUUIOtIM 

TOt SMior RAD Nana^ara 

nOHt. Kobart CraJL^, Vic« Praaidant, Govaraaant 

and Public Affaira 

Hay as, 1914 

SOSJECTt tMrgln? Legislation 

'li'fii?*'* ■•v«r«l propeaals that hava baan mada. • 

Thara la llttla quastlon that thasa rapraaant a erowlng trand 
oc congraaalonal Intaraat to Improva tha quality of tha work 
forca and to provlda job alciHa naadad by Individuals for 
aBp^loynant « ^ 

1- Tax Cradita for Training 

H.R. 5159a Tha National Training Xncaritivaa Act o£ 1984 - 
Ona previa ion would allow anployars a 25% tax cradit for 
aaplqyaa training eoata, tha aaaa aa amployara hava baan 
^ A? ?^ "^^^ R40 axpanaaa. Thia tax cradit would ba 
in addition to traatmant o£ training coata aa daductibla 
ordinary buainaaa axpanaaa. Tha cradit would apply only 
to additional axpanaaa abova tha avaraga apant for tha 
pravtoua fiva yaars, 

A practical problam would ba to dafina "training" a^d to 
sat atandarda for allowabla training coata. Wa ara working 
with cohgraaaional ataff on thaaa mattara. Thay aaam to buy 
^tha following "dafinition of training" wa auggaatad for tha 
tioia baing : 

Training ia organizad aducational affort 
rrovidad, or paid for, all or in part, by 
an amployar and daaignad to improva job 
parformanca, caraar prograaa, or organisational 
affactivanaaa. Xt includaa claaaroom, laboratory 
vandor, aasiinar, diractad indapandant study, and ' 
othar activitiaa with a claar atudant/taachar 
or davalopad progran ralationahip. It doaa not 
Includa informal on-tha-job coaching. 

wa itill ara working on allowabla training costs catagoriaa. 

Ara you in favor of tax cradits to ampioyars for training 
coats? 

Yas 92% No 8% 
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2. t3m% of IndividWl RatiriBtot AccQunta for tetrainlng 

H.il. 5159 •Th* National Training IncantivM Act o£ 1984^ 
U«a abov«)t - This bill alao includaa provision for awpAOyaaa 
to uaa thair XRA funda, without withdrawal panalty, for 
tHa coata o£ ratraining in naw job akilla in tha ,avant of 
job diaplacamant or potantial diaplaeamant . 

Ara you in favor of fadaral lagialation authorizing thfi usa 
of IRA funda for ratraining? 

Yaa 73% No 27% 



3. Individual Training Accounta 

R.R. 4832 Natioj^al Individual Training Accounta Act of 
1984 Pat Choata, an aconbniat at TEW, Inc., ia uaually 
craditad with thia notion of joint contributiona by amployaaa 
and ampXoyara to a fund which can ba uaad by tha amployaa 
for ratraining for naw job akilla if naadad. Th^a 

f articular bill aata tha contribution at a miaiaua of 
250 par yaar^.or 0.8% of tha anployaa'a wagaa by both 
tha aapXoyaa and tha anplbyar until a 'total of $4,000 
is aceumulatad. Thaaa contributiona would not ba aubjact 
to fadaral ineoma tax -* much tha saaa aa ZRAa* If tha 
amployaa xxmvr uaad tha monay, it would ravart to a 
ratiramant purpoaa, again lika iRAa. Tha program would 
ba voluntary for both amployaa and amployar. 

Ara you' in favor of lagialation authorizing ITAa? 

yaa 70% No 30% 



4. Skilla Corporation 

Onitad Stataa Skilla Corporation Act - Thia draft propoaal 
^ would tat up quaai-*publie "akilla corporations" in aach atate 
fundad 50% by buainaaa and induatry, 25% by tha stata, and 25% 
by fadaral funds. Tha propoaal would ba to match job aducation 
and training raaourcaa with work placa naada. Tha concaptis 
modalad aftar tha Bay Staf.a Skills Corporation^^Ln Maaaachusatts 
which is fundad by amployara and stata funda only, mcidantally , 
tha original bill proposad a national advisor/ group for tha 
program of 13 paopla with only two rapraaantativas from tha 
buainaaa community. 

Do you favor tha concapt of fadaral lagialation that would sat 
up "skills corporations" at tha stata laval? 

Yaa 30% So 70% 
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^"^^^••a tiJowing hign concern for retraining 
^ •''5 MpeciaUy £pr retraining tnosa who hSva 
5222 ^•^S' rjpiacad by ttchnoiogy , £or#ig2 
thJ^SSliySi. factor, beyond the contrii of 

S J2?n«?^^?T* ^•^•^Pioyere ehouXd play a role in thie re- 
training? If .0, what can or ahould employers bf doing? 

yea 92% N o 81 
Providing their own training resources for.../'.. 

Retraining their Retraining 
own employees subject other unemployed 
to displacement 



6% 



6% 



2% 



fist 42% 



Paid for by the employer 541 

Paid for by the learner ' 4% 12% 

Paid for by both learner 28% 
and employer — — 

Paid for by government »% 

Supported by governmAt 
through tax credits ™_ 
for employers ^ 

Administration, of fe deral Job Training PQilgy 

!?uf^rT^I i«gislation would be administered throuch 

the U.S. Department of Labor, m the past? the ASTD 
National zssuee Committee has favored federal 2dSinistration 

?fd«2t''tvL?f^nT2 rilevaSt 2gen2y ?Se 

f!: '^^*»^®'*/'^'*^»^^*^^on for airlines training' 

n'52i2^?i;:i;r;:t;?r ^^^f^'^- tracing m th2' 

00 you agree with the "most lelevant agency" concept or do vou 
beUeve therf .should be one focal point for federal matter, 
relating to worJc force HRO? seaerai matters 

Relevant agency 6 8% -Centraliied 25% 



If there should be one focal point for federal wnn 
poUcy, ..hich agency do you bSli.ve it shoS" 



Department of Commerce 

Department of Education 5^% 
Department of Labor 



22% 



A new HRO agency ^ 



Other 
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BNPLOYBR TOITIOH REFUND PLAN 
EMPLOYBB UTILIZATION AT ONE LARGB COMPANY 
CAt^ENDAR YEAR 1982 



TOTAL EHPLOYBESt 40 i 06 3 



Annua 1 

Salary Ranges 
$5,000-$19,999 


Percentage of 
Employees by 
salary Range - 

231 


.-.(Cumulative) 


Percentage of 
Employees in this 
Rapge Completing 
a Course ^ 


Percentage of 
participating * 
Employees in 




• 

23% 


U.0% 


35% 


35% 


$20,000-$24,999 


17% 


40% 


8.1% 


18% 


Sit 


$2S, 000-529,999 


23% 


63% 


5.3% 


17% 


70% 


$30,00)-$34,999 


10% 


73% 


10.5% 


14% 


84% 


$35,000-$44,999 


12% 


8S% ' ' 


6.5% 


11% 


95% 


$45.000-$64,999 


10% 


95% 


3.7%. 


4% 


99% 


$6S,000 and over 


5% 


100% 


.4% 


1% 


100% 



summary • 40% of the employees earn less than S2$,000. Of these employee., 53% co^leted 

courses. 



• 7 3% ot the employees e^rn less than $^5,000. Of these employees, 84% completed 

courses. 

. Highest rate of participation is by employees in the lowest salary range, e.ployees 
making less than ?20,000 per year (11%). 

• Of all employees -ho participate, the greate-,c percentage are those in the 
lowest salary range (35%). 
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SAMPtJB WWWYK BOOCATIOMAL ASSISTANCE DATA 



CanpAny A . 

P«rc«nt incrjast in participation by coafianaation lavai 
froa 1977-1982 J 



Managamnt 

Profftuional 

Non-aximpt 

( non«suparviaory) 

Hourly 



20% 
26% 
46% 

30%. 



Company 8 
yaan 

1977-1983 
Exmpt Smployaaa 
Non«»Cxampt Saployaaa 

Education Raimbursamanta : 
yaar 



% Incraaaa in tuition aid participation 

45% 
50% 



1977 
1982 

1983 (fEtftiaata} 



gxampt (Suparvlaory) 

$19,855 
$62,523 
$75,850 



Mon-Exantpt 

$28,283 
$65,409 
$79,350 



Company c 

Tuition Aid participation In 1983: 

Total participants: 1,58 3 

Managamant - 30 3 

Non-managemant 1,0 35 

Whit« mal« 468 

Minority male 139 

Whit* fainala 560 

Minority ftmala 371 
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BnployM Class * 1977 1981 

MAA«0«Mnt 10% . / 10% 

?rofs««ion*l " . 44% /' 39% 

Clarical/Taciinical 33% ^ 34% 
l9oA«xampt Salary 

Hourly .J14%. 17% 

Mala participants 4,738 

Pafflala pa^ticipaAts 2,375 

Company E 

EmBlov Cladjb ^ 1977 1981 

Mana9amant 3.97% 5.22% 
Pro«...ion.l 

Nonaxampt salary 6.95% :>^( 9.17% 

Hourly - 2.00% . 2.64% 

Company F " 

**Th« avaraga parkant of cha population participating in tuition aid 
£rott 1979-1982 Was 50% highar than in^tha yasrs 1975-1978.'* 

1982 Data on Tuition Aid by compansation laval: 

Smplovaa Class \ % in T^A. in Workforcs 

^> Nonaxampt Cnon-sup«r\Pt«ory)- 51% 50% 



ixampt CSupar^isory) ' » ^ 49% 



Mai« ' . ) ''..68;%V.' ' 75% 

. ' -vA^ -^2% ■ 25%. 



r 
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FartieipMts in taiiioa Aid 
I p^rtioipation ia Tuition Aid 
I wQMo ptrtieipaata 
. I %;oMo in eos^mny workf orea 
I ftdmiaittrativt CclMleal, 

•uppoirt) participants 
I admiaitf trativa in coapany 
worJcforea 

I blua collar participants 

I blua collar in company %fbrkforca 

% managar participants 

% managars in coapany workf orca 





• U£2 


7,S00 


13.509 


3.4% 


«.3I 




32.01 




25.0% 




25.0% 




18.0% 




S.0% 




9.0% 




12.0% 




14.0% 



Company R ' 

gdttcational Assistanca 
cottrsas compiats q 
1978 HT-* 

^9^1 S80 

••65.11 incraass in participation ratas from 19 78-1981**, 



Company X 

I of Ewplovass 

ISiE -Nuinbsr of Participants ^articlpatlnq" 

15^7 * 2,319 4.83% 

^^"^8 2.324 4.84% 

^^'^^ 3,421 9.27% 

^^30 5,360 10.801 

1381 4,857 9.83% 

13^2 6,047 12.40% 

1383 6,500 (E«timat«) 13,50% 
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1974-1981 
197%«1982 



%IncrM«» in PmrticipAtion 

' 4- 139% 
4. 157% 



Cospaay K j 

198:1) Tuition Aid Data 
Total company vorkforca 600 ai^loyaat 

I partieipAtin? in T.A. 10% 



Company L 




ia78 


261 t'uition aid participants 




3,909 liliglbla amployaat ** 




\ 6.7% tuition aid participation rata 


1983 


572 tuition aid participants 




4,30U ali9iblo amployaas 




13. Oi tuition aid participation rata 

<5 



EMPLOr 

Sanpla data showing ch^ ' 
zatioh'f work forest 

Organization 
. Company 

Company 

Company 

Company 

Company 

Compsny 



EOCCATZONAZ. ASSISTANCE 

: in participation ratss for an organi* 

jO. of Smployaas 



% of Changs 



1 


1978 


328 


•^83 t 




1981 


606 




2 


1977 


5. '84 


+23 : 




1981 


7,107 




3 


1978 


1.174 


♦40 : 




1.9*82 


1.641 




k 


1978 


7.500 


*8o : 




1982 


13.509 




5 


1977 


255 


+109? 




1982 


535 




6 


1977 


5.784 






1982 


8.093 








17 





o 

ERIC 



80 

TUITION AID SORVIYS 

1984 Vallty Nat/onAl Corp, ! \ 

96% with tuition Assist«ne« progrknm 

1984 Jot. O'Ntill - conftrtnc* of Small Private ColltgVi 
N-655 96% with t.a. programs j T 

1980 Joi. o'Ntili - Con£#r#nc« o£ Small Private |:oll#g#\ 
^•359 98% with t«a. programs 

1979 industrial Ralations 'M«ws ' 
M-363 amployers 90% with t,a. programs j 

1979 Confsrshca Board - 79% with t.a, programs for .non-*sxsipt 

production & operations psrsonnsl; 91% for non-sxsmp^ office 
and citrical personnel. : ^ 

1978 AT4T 

100 of Fortune 500 93% have t.a. plani 

1977 Smployers. Assn. of Detroit 
96% have t.a. plans 

1977 BNA ' I 

N-141 employers, H with 1000 employees er more, and 
H with Less than 1000 91% have t.a. plans 

1977 City of Milwaukee 

28 private iieetor organizatioi^s « 100% with t.a 
13 pablic sector organizations - 77% with t.a. 

1977 American Assn. cf Xnd is trial Management of 1 New Englanu 

hourly non exempt empxoyaes 77% 

clerical, technical salaried \ 

non-*exempt employees 36% \ 

supervisory, professional \ 

exempt employees 89% 

197$ Aduit Education Council of Greater at, Louis \ 
Business and Industry ■ 72% with t.a, programs 
Hospitals » 811 with t.a. programs 

1975 conference Board ^ 
M«610 firms of 500 or moris en.ployees ^ 
\ 39% have t.a. programs 

1375 Mi.Ami Cnivers .ty and GeneraJ Accident Group Insurance Co. 
over 90\%- have t.a. programs 

1 

no Management' Resources Assn., inc. (Milwaukee) 

date 91% of tempUyees of a total 19 , 5 38 employees m 61 



\ 



organizations covered by tuition aid plans ' ^ 
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ASTD National Report ;wu>ry 3o. ;984 

DBAAUTIC INCREASE IN EMPLOTEB EDUCATIONAJL SUPPORT 

Dta £rora th« Mitioml Cmur for Education St&tistics (U.S. Otpc oi Eduettioo) 
stroncty soggtct cbac tht aow-«cptr«d Employe Eduetcioaal AJ•il^&ct tix ItguU- 
000 gmtiy foeouragvd thoM la th« «ork fom to takf adTtnaft of t mploytr aid 
for tdufifttioo and rttnimay to improv« job iMrformwco and to i%z otw joba. 

Aeeordiaf to NCES' Pwrtieipotvon m Adnit Sducatum nports for 1978 and 1981, 
tho monbtf 'Of adult odueuion oooma harmg bwMU and isduitry ai a louret o/ 
ptyntnt roM notriy 74% duriaf tboi* thrtt y«tr», Tht atw Iaw. which nopptd 
th« Int«Riai lUttrnM S^rriM from mnUnc amptoytts pay tneomt tax on tmploytr 
•daetdon akU took afffct on Jan. 1. 1979. It mm» rtaaonablo to coodudt that tx< 
ehKting tmploytr idutttion aid from tmployH inoomt tax h«lptd wbttaatUUy to 
morttst work foret pcrtidptcioa in eontinuinf td^xitioa 

MortoTtr. somt 92% of aU adolt tdocation count supportod by buamtaa and in- 
dustry in 1981 wtrt taken for job^rtiattd rtasona. urthtr. 56% ot tht participants 
n adult td coonta wtrt womtn. . 

^« should point out that thtat datk rtfltct tht buatntsa and industrr" cattgory 
only. Btcauat of inconsifttndtt of surety qutationa btcwttn survty ytan and othtr 
prohltmt, wt havt not crttd to inelad« data rtlatisg to aid from "privatt organua* 
tiona." partial support, govtmmtnta ta tmploytrs, ttc 
Tht NCES d«:a alto indkact that th« now law acfairrtd ita intdndtd tfftct of g«t< 
tmf ny'rt iowtr-paki ptoplt into cobtsnuinf tducatioa. TraditionaUy. NCES data 
hart ihonn that partidpatiott in adult tduoatson eorrtla;ta doatly wita past tduca* 
non and ;«vH of incoma^tht mort prior tducation and tht hightr tht in<om« tht 
mort liktiy one paraopatta m roor« tducadon. But tht comparison of adult «d par- 
aopauon by occopanon btfbrt and after tht law was changed shows :xibatantiai 
creases :n tAe rucea of partidpuion of Iower>paid occipationai ^ups. 
fieiow .i a iistiiig '^f ^"isnges in the rutes of participauon in aduic ed by occupacionai 
TTOups: 

Occupation Prrctric Chan^je ■)/ Race o/ 

Non farm laborers - Ja. : 

Tnr sport «quipment operatives •24.6 

'Jpe-anves, except mmspon *20 0 

CrJtt anu Wndred worxtii - '-S o 

S- mce worxers. uicludjng pmace nousehold '17 0 

M.magers and admmjstraeors. sxcept farm ♦ 15.3 

SrJes worksrs - ^ 

C.encaJ vorker * -i - 

P 'ofessionai. :fchnicaJ and iandr«<i -vorxei^ ' l.- 

Fwm -vorKsrs ■ ".S-^ 

TSef« data and other evidence ciearly indicate -.hac not '.axinsf srr.pioye«3 :>r rr.- 
pro-^ng :nemseiv«s encourages p«opie :o oecome setter educated and Tior? -.-orroe- 
•.e-;t .n -.heir vork. With -.ne .naoon racing -onr.nuaily rnanging lerr.anca :c: -.jjw 
■vrrx :orce <nowiedge :ind sioils-oecause of fierce foreign -lompe'.-.'jon. .-.nanirnif 
»orK iont lemographJca. and :he-onrusn new :ecnnology--.nat;onai po.icv met 
Jiscourages vork fDrte development seems ;ompleteiy out or >rier 
Should Congress not extend Seonon 12^ >f "..^e Interr.ai Revenue <:.>«ie Amen -.x- 
pired Jec. 31. -ir :.Tipos« reg»i:aton- iismcenr.ve* on ^mpioyer^ or -mployees. ve 
■:an sureiy expect ro see ■io^AmrJms :n -r^nm :>r -mpioyer .-^-.-estTre--. --^ 
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ASTD National lUpcrt Joir 5. iW4 



BUSINESS MOST POPULAH ABULT ED COURSE 

From th« mw Oigm o/Sdueaticm StatUtiei im^U by th« NtOonal C«nt«r for ' 
SdueatioQ SudiOes (U.S. Otpt. oi Z^amtion): 

Nombtr of partidpa&tt in adult «due»tion 21.252,000 

Ptr^tnt of tool «dQlt popoUtion 12.8% 
No of coontt tMkmx in adult tducation (top six) 

BurtMtt 3 000 

HMith cvt and htaith idMOM 3.'993.'oOO 

EagbMtraf and «Bfi]MtriDy todinolofy 3.S64.000 

Educfttton 2;926.000 

Philoipphy. rtUfjon Mad ptjrchology 2,377,000 

PhysKii education and Ititurt 2,373,000 

Am: vjauai and p«rfortning 2,373,000 

Incom* l«vtis of paradpancs 
$50,000 and ovtr 7 7% 

25.000 - 49.000 34.4 
24.000 Si under a, ^ 

Not r«por\«d 
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ASTD National Report Aprti 9. iw 

WHO AND HOW EMPLOYERS RETRAIN 

S«M finding! from iatcnicivi with mort cbaa 300 baauui rtMure* tttcttl 
FoTOBM 1500 flnni (84% manutMOsiiikC) ITT 5daestion«t S«nne«f, ' 

WboM job* irt OMR affteud by tfat oMd for rtmininf ;o jroor oi 




S«Qipr iBft9tfMa«At 9% T« 

S«arffvtsl/d«Ml 40 
AC your compcoy. it rtortttinc eutltd o«t br 

to eoadaet tnUainf 2 No r%*nialfif ttUnf pUct 3 

Trtintaf winitiiim cMmUy 3 Doo't kxmivo tnfww 2 

Althoufb $2% UM a combtnatloa of toorm ctMy tty (hoy prtfar maoagtsf thoir 
own truniag probioras wititout outiid* intorrcnttoB. 

Bow Uk«i7 would yoa bo to r«iy on tb« cnUninf MThcot prortdod by tb« foUowing? 

SvmmtkM tiJMy Very C/niOtf^y ^4 

Oundo "TwAan oflhhoff rttraminr 

MiTieM 29% 4% 

Induttzy trado aaaodatiooa S6 4l 4 

AAMTicaa MaaafoooQt Awonatloni 38 > ^ ^ 

Chambort of Comntrtt . ) ^8 < 

Witlir«te«iMto<^MdtvoikC^for70uruidtta^ «rtifr«de« stoat worttarrttnun* 
'jsf taka placaT 

. PubUe and pmata vocatioaai lebooU 64% 

Two«y«ar community coUafoa ~ 44 

L'mv«rtttiaa 37 

Othtr 2S 

Throufft eorrttpondtnca eoun«s 20 

In /our opinion, who shouia havt tha major mponsibUity for funding workar 
rtcnumng? 

Tha tmploytr 39% 

Pnrua [ndusoy Couneiia I 

T)ia tfflptoyat 0 

Govarnmant 0 

Umons 0 

Soma combuuQon 60 

94% of thoaa 5iuivayad do rttrain workars. i\ laaat m & ftw instancat. but prtaanUy. 
ratrainmg is i.ot cha moat conaistanUy laad solution for coping with worktn' ob* 
' :;.t«ca skiUa. Hinng naw tmployaait ^th tha rtquirad skiUa tops tha list. Howavar. 
?4% said that moat of thatr amployaas wara posiQvaiy inclinad toward ratraaimg, 
not rtautant. 

Among tha rTT obaarvatjoni about tha surety: I. Buamaaa u not avar^a to ratraui- 
mg ampioyaas. although currantly prona ;o replaca rithar than ratratn and I. 
•mpioyars and empioyaas naad to shara rtsponsibUity for i^training. >. 

Mora informanon ibouc tha stuoy may oa oouuiad from 1«A^^^R£NC£ Q UiBC.^L'. 
Diractor of Corporata Raiaoons and Advartiaing, rTT Educational Sarvicas. Inc.. 
3500 DaPauw Blvd.. P 0. Box <?S8S8. Indianapolis. IN ;6268 
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ASTD National Report j^u^ 3o. i9S4 



MANAGEMi:>rr*S SHAKE OF TRAINING DROPPING. 

M«nK«m«nt: D«vtiopm«nt, Ornmacionml D«v«iopm«nt lad Supervisory Trtminff 

» ntw sMy from Hopt lUports. F!v«.ytw speodiBf on ch«M lubjtcts. howivtr 
f«J not ktpc p«ct with sptndmtf for oth«r trtwuf topics. fUvtniMS from oif tht^ 
sa^progrwna. cu«om-d«iigMd trwatoeatti gvotrie s«ninw pr«Mncack>ns for th«M 
tfarwsub]«et9mcmM(iS8% from 1^ to 1982. vhii« a group, siatiof ITothtr 
topics ro«« 124% oTtr tli« yws. •'•v wiwr 

Fivt of ch« topics jump«l mor* than 200% in ults ovtr. firt ynn comp«d to th« 
mcpw o(m% tor tU trmininff subjects. Th« iMding •♦hot" topic. bMd oo tM 

the fuiJ report is being reiewed in two volumes. Hope fUpons CS. Tra*nxng 
Bunnna, Vol. I. and Hope iZeporta froimn^ 5uein<«f £Hrwfot7. Voi. n. 

Inqumes should be sent to Hope Reports. 1600 LyeU Ave.. Rochester. >nr U606, 



ASTD National Report 

F^ruary 27. 1984 

EMPLOYEE TVmON AID SURVEY DaTa 

More than 96^ of the reirponding companies :n a recent survejr had naition reim- 
Qur^ement plans :or the»r «mpioyeea. The survey -jvas done by JOSEPH P O'NEILL 
01 -.ne Oonierence .>t* Smai! Pnvace Cotiegea a questionnaire rnaiiing co*:ne In* 
j|J4tnai F min€ 500 and the Service F'yrrunt oOO companies. O'Neiil's report >:overs 
')55 responses represenr.ng more than 17 million employees. Ocner findings; 
2Sa% required !hat Uie employee pay part af the tuition 
A: :30 companies, employees paid lO^S to 2$^ 
At 37 companies, employees paid 26^^ to -50^ 
No company required employees to pay more than 50% 
Fewer tnan 30 companies vajned the percentage accoraing to jraae received 
£xpiic:t iimjts -^n tuitton reimbursement -jvere reportea ov 45.3'^ -n -..le :om- 
panes. Of ;he :5S rompanies tfiat stated toiiar limits. :.ne .-^nges vere: 
S "-'00 to 5 ;9y 10 oomcanjes 

^00 :r> m i2compan:es 
V)00 to .50 companies 

loOO :o J0«)'> ;n .-ompames 

rinrp t.-^a.n JOO'i in .-mpar.j« 

•in-'c or" :ne responaents reimourseo miy -pon "satisfactor/ tompier.or. ' 
^O'^j .-^ew -mployees mmediate ^iigtbility ;or fj::.on aio 
.\ rffpc.r. >n :n:s sur.'ey i?" :orporite :ujron na pn^m.i t.^'J ne -.ouizseo .Tom 
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H PERCENT OF FIRMS STUDIED OFFER TUITION AID 

H«r« Mn som« findings from a nr<r lurvty of Employ^t Tuition .\icl Assiatanct pro- 
gran» ;n 6b fjMrficial instituaon* aad 10 industriii and utiUty firms m the v^atem 
U.S. Th# study w« conduct*! by JOHN lOLROY of the VjUlty Nauonai Corp.. 
Pho«mx, A2. 

96% of cht rtsponsM offertd tuition aHistanc^ 
100% paid for undcrgnduau coursM 
98% paid for gnduat« COUTMS 
T3% paid for woricTtiatad »aminan 

76% paid for non<credit courses 
• 22% r«imburs«d at tint of enroUmtnt 
66% had no dollar limit on rtimbur9«m«nt 
"52% :ndicat«d thin waa »'ten jft rtquirtment for pai-ncipaoon 
3T% r«qujrtd supervisor approval 
'20% otfered ioans for tmtion 
43% offered nation aid to part-tune tmployees 

Xrr.vr.^ '.he srady recommendauons: Buanesa and industry should «stal)iish a stronger 
.mk :ocawy -v^th educar.on m the development of courses :o meet 'J\% future needs 
>f :h> worx force and the community. 

r or niore mfcrmaaon: John Kilroy. Program Develcpment Officer. Valley Natjonai 
3anx ^{ .\ruona. Headnuarttrs B3U. P.O. Box Tl. Phoenu. AZ 602.'26M485. 
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William Raspberry 



Only the Little Guy Gets Hurt 



it wasA*t (hat anybody act out to do 
a nun^r iittSe guy when Coo- 
gresa (>aased Ua tax UN last month. It 
just happened (hat way. 

The legislators, lootiiiig for ways to 
make a s^taUe dait in recordlevd led* 
eral deficita, naturaiy focused on such 
thkigs as abudve tax ahetters. The Ug- 
time lobbyists, hop^ig to do lomething 
nke for thek; corporate m«stera, apent 
their time P^^t)^ for new and im- 
proved loopholes. The advocates ol the 
poor yyof ked to restore tome of the wet- 
fare benefits that had been taken from 
k)w bcofiie wockkif women and ato to 
fofce the states to extend MedkaU 
coverage to more poor fainibes. 

ft isn't surprising, then, that no one 
paid ntuih attention to a proposal deal* 
iiig with the taxatkm of empbycr-pakl 
educational bette/^s. 

The effect of the kttle amendment 
that didn't pass b that workers whose 
empk>yeis pay si or part of the cost of 
their i)on martdatory outside trakting 



may be sut^ect to income taxes on tlie 
value of the empk>yer*s contributkM). If 
your boss picks up a part of the tab for 
your coMiputer couise or your ahorl* 
hand training or your tawsdtool study, 
he wiN have to withhold taxes on the 
cost of the trainkig— unfess k Is a oondi- 
tkm of your empk>ynier»t/ 

In bigi^fcture tenns, it isn't that 
much of a deal^an additkxial US 
ion to $40 roWon ki fe<teral revenues, 
sctordkw lo Bob Craig, a vke presklent 
of tl;e American Society for Trakvng 
Md Devek)pment. 

But, unfs Craig, its heaviest knpact 
wii be on low level employees. 

Until a few years ago, the nde waa 
that al empfoyerfxikl Irakikig was tax- 
able to the employee unless its purpose 
waa *1o makttain or knprove wiMs" ki ^ 
the empk>yee*s present job. Then ki 
1978,. Sen. Bob Packwood (R^.) 
pushed through an amendment that ex- 
empted educMkmal benefits from taxa- 
tkxt But the legtslatkm had a ""aunset!* 



0 



proviskm that wot^ render it void after 
five years unfess Congress voted to t^^- 
tend it. Two successive attempts to ex- 
tend it, the second comkig diirkig last 
month's debate, failed The bw now re- 
verta to what it was before 1978. 

But why to it harder on k>w-level 
employees than on executhres who 
ako receive educatkml benefits? The 
culprit, says Craig, is the re<|ukrefnent 
that the traktbg rebte <Krectly to the 
emptoyee'a present |ob. Afcnost any 
trakkig can be deemed essential to an 
efecutive'a present iob. (The only 
trakUng apecifkally exduded from tax 
exemptkM is for "sports, games and 
hobbies.") Accordmg to Craig, the 
k>w-level empk>yee b mere likely to 
undertake outskle trakikig not for his 
present Job but to knprove his charKes 
for a promotkjn. As the Uw now 
stands, that makea it taxable— even if 
the promotkm never materbliiea. 

"In fact,*' saya Craig, "en^)k>yers 
who have not wttM>eld taxea akice 



t»ec. 31, 1983, when the Packwood 
amendment expired^ have to withhoM 
t>ack taxes." They may even be suth 
|ect to kiterest charges and peialtKs. 

''What the bw does b to penalize 
those ambitkMis bw bvel people who 
are tryktg to get ahead in their ca- 
reers, who are trykig to learn new 
Mk that wii <)uaily tnem for promo- 
tkms, ' say^ Traig, whose Wssmngton- 
based ss^xbtkm b composed of peo- 
ple cngsged ki empbyer-provkied 
educatkm and trakikig, from entry- 
level reoiecfiatkm to executive devd- 
opment. 

"People at the bwest leveb can re- 
bte very Kttb of their trakmig to ex- 
cfcfsbns for tax purposes. Executives 
can exckide virtuaiy e verythkig." 

So why <ttdn't Craig, whose purview 
b government rebtbns (i.e., Mby- 
kig), bbby harder for extenskm of t^ie 
Packwood amendment? 

"You want the truth?" he uiys 
''Everybody expected it to pass." 
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Ms. Oakak. Our last witness at this table is Dr. Amitai Etzioni, 
who is currently serving as a university professor at George Wash- 
ington University in Washington. 

In the past Dr, Et/ioni was a senior advisor for the Carter/Mon- 
dale White House and served as h guest scholar at the Brookings 
Institution. For many years he was a professor of Sociology at Co- 
lumbia University. He also is a contributor to the New York Times 
and Washington Post. 

Thank you. We are glad you made it. Please proceed. 

STATEMENT OF AMITAI ETZIONI, GEORGE WASHINGTON 

UNIVERSITY 

Mr. Etzioni. Thank you very much. I appreciate the opportunity. 
When I was told yesterday that I will have a chance to join the 
panel on behalf of ITA, I dropped everything and dashed over, be- 
cause I know if Pat Choate comes up with something new, it is sure 
to be on the side of the angels. 

Now» let me say where all the angels dance, as I see it. If I had 
to put it all in one sentence, I would say that the item of legisla- 
tion, and the idea behind it, would begin to correct major imbal- 
ances we have currently in our total economic policy. We have, 
over the last years, introduced a large variety of measures through 
the Tax Code which are obviously government manipulated to 
direct the economy into very specific directions, especially trying to 
make people save more and invest more. 

The IRA is an example of this. The whole supply-side theory goes 
to the notion that you make people want to save more and be more 
productive. Extremely little has been done on the side of human 
capital. 

I do not disagree with some of my economic colleagues who be- 
lieve in such a never-never-land in which there are no exemp ons, 
no regulations, the perfect competition model, that in that world, 
which by the way never existed in any society at any time, if we 
would achieve that, we would also not want to have an ITA, be- 
cause it does distort the perfect distribution of resources once you 
had it. 

But this is not the world we have or will attain or can achieve. 
In effect, to digress for one second, to an extremely important tech- 
nical point— once you move away from the perfect model, by any 
one step, you have to play by a completely different set of rules 
called the second best situation. 

That means technically once you have a tax system at all, be- 
cause that already distorts the beauty of the completely free 
market, because it introduces other considerations — if you only 
would pay for defense— then you can no longer say. for instance, 
that introducing one more step of deregulation brings you closer to 
the p^-rfect market. 

In effect, the world is not arranged in such a beautiful way of a 
straight Une— there are valleys and hills on the way to the Garden 
of Eden. And often as you remove one barrier, you may get a less 
welcome situation for all concerned. 

So in dealing with ITA and the other ideas like this in the con- 
text of our existing system and not in some theoretical nirvana, in 



that context, we have neglected the human factor, human capital, 
and wevhave excessively emphasied the capital factor. 

Now, that would be undesirable in any situation. In the situation 
we find ourselves, it is particularly damaging. And I would like to 
take a moment to explain that. 

^ If anything, we should be erring in the other direction concern- 
•P^ ourselves more with human capital and less with capital cap- 
ital. That IS not obvious. I would like to take a moment to explain 
that. ' .. *^ 

The basic reason is that, first of all, we are short of capital. We 
are not short of human resources. But there are people who claim 
othemise, who assume we have a hermetically closed border, and, 
despite recent pending legislation, I don't think that is exactly 4n 
LiiG Cflros* 

So we have to assume a continued flow of immigration, and, 
therefore, we do not need to worry about premature aging of our 
Jaoor force, the way people calculate that if you disregard immigra- 

To go back to the main point, the need to rebuild the^infrastruc- 
ture of the country, another idea of Pat Choate, and to some degree 
of myself, tried to emphasize—it gained in popularity, now it is a 
little out of the headlines. 

We need to rebuild our basic capital stock, from steel mills to as- 
sembly lines, from ports to bridges. And we have not increased our 
saving rate. 

So as a result, about the safest prediction you can make for the 
next 10 years is we are going to be relatively short of capital. The 
best way it expresses itself technically is in the high price of cap- 
ital, the high interest rates. - 

All that high interest rates mean is that you have to pay a lot 
for somebody to loan you money. And even if this present swelling 
will disappear after a while, nobody expects them to go back to two 
or percent interest rates. 

So it means for the rest of this decade at least we should assume ' 
expensive capital. 

Now, that means that you, want to put m*ore emphasis on other 
resources. There is R&D and human resources. And, of course, that 
deeply is connected. * 

To put it very strongly, we used to scoff at underdeveloped coun- 
tries or developing countries such as India when they used to build 
steel mills with baskets rather than with heavy duty equipment 
We said these people, don't they know, it goes quicker with a ma- 
chine. We are discovering now the same truth. * 

If you are going to invest ever more in equipment, we are gomg 
to have a crisis on our hands. In effect, we are going to end up 
paying for unused human resources in other ways. 

What we n^ed is to be sure that we employ our human resources 
to make for a na^re balanced economy and more balanced society 
That is the principal contribution of ITA, as I see it. 

Now, if I am allowied for a moment— I know Congress is well or- 
ganized by committees>^nd subcommittees— I would go a step 
beyond that. I would talk about education IRA's, because the situa- 
tion allows you to put aside money for the education of your chil- 
dren— we can argue if it should b'e for private schooling or for col- 
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lege» and then for training later— it should go for any entichment 
of human capital. 

The reason I say that is because there are affluent mbmberte of 
society who have ar^cess to lawyers and accountants who can make' 
arran^wnente whijh amount to tailor-made educational IRA^ Iof- 
Uiem, and the question is, Why shouldn't the rest of the members 
of society, with somewhat niore convenience and less cost, not have 
':he same resource available to them? That is, from a fairness and 
social distribution viewpoint. 

Again, from the economy viewpoint, it is to make the same point. 
We need to provide- incentives for people, to put resources into edu- 
cational levels, including training and retraining*. . 

Thank you very much. 

Ms. Oakar. Thank you> Doctor, very much. 

Doctor, let me just introduce ogie of the members of our subcojn- 
mittee who is a distinguished member from Michigan, and an origi- 
nal cosponsor of the ITA bill. Do you have some questions? » 

Mr. Levin. I am sorry. Because of another committee meeting, I 
missed the first part. , 

I take it there was some discussion of the point raised by Mr. 
Craig. But let me just ask agai9, and if it has been totally covered, 
just^say so, if not, please comment on it. ' 

His comment that ITA's— it is on page 3 of his testimony that it 
would appear entirely possible that higher income people would 
use it as tax shelters, not retraining, and at the^same time Ibwdr 
income people would be less likely to participate voluntarily be- 
cause of limited discretionary income for that purpose. 

.And second, on this point, in a related way— I would like to ask 
Mr. O'Keefe— your judgment as to how well JPTA has been work- 
ing. You commented on that briefly. I think the figure you used 
was 55,000. 

Mr. O'Keefe. 65,000— the first 6 months of this fiscal year. 

Mr. Levin. Apd if it i? working well, why not, as a me^or rein- 
forcem#ht of the whole retraining effort, multiply that program 10 
times? So those two questions I think are interrelated. 

Mr. O'Keefe. Let me go to thp JTPA question first. I think that 
is more in my doihain. 

Eighteen months ago we did not even have a dislocated workers 
prpgram on the books. We now have approximately $400 million in 
that system, when you take into aceount what was appropriated 
lastryear, and for the 9-month period, and the $223 million that 
became available as of July 1. 

That is a substantial amount of money for a fledgling institution 
to absorb. From where I sit, the experience of past programs is that 
one of the most prevalent dangers to those that begin to show signs 
of success is swamping them with too many resources, so that the 
system doesn*t develop in a coherent pattern, but instead commits 
itself to consuming those resources. 

And we have seen that before. And I think that is what argues 
number one for not increasing the funding too dramatically, too 
rapidly. 

^ I think the second thing is that we. have had a very successful 
initial period with Job Training Partnership Act generally, both 
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with the programs targeted to the economically disadvantaged and 
With the dislocated workers program. 

Let!s recognize, however, that that is only the first 6 months. We 
are still learning how to run a m^r training program. 

To go back to the tax shelter concept, I think others are going to 
fave^to speait ta that who are-morfi family I. Butjas 

I understand iL even creating a shelter for individuals who have 
incomes of $20,000 a year or $25,000 a year^-and that is what we 
are really talking about, people in middle-income brackets— is hot 
for naught. * . 

Even if that money was just set aside and not used for retrain- 
ing. It increases the savings po6l,\ it encourages savings at a very 
time that we need it. 1 

It w.ould make available to /the4conomy generally increased cap-, 
ital. The fact is, thoui^h. that peo^lti^ would then draSv it out as they 
needed it to refurbish their skills. / 

The turning over of jobs in this country is enormous. All of us 
are going to change careers two or three* times in our lifetime. 
Very often not in traumatic ways; very often it will be by self- 
choice; we will move on to a new employer. 

But those funds would be there in a way tlmt they are currently 
not. 

Mr. Levin. Maybe Pat Choate would like to comment. I know 
you have handled this question many times. But I think very much 
remains in issue. . - - - _ _ . 

Mr. Choate. Well, I think it is- very much of a relevant question. 
But I think some of the information that we have this morning 
would suggest very strongly that while there will be many people 
m middle income brackets and upper income brackets that will 
take advantage of this prograrti—andT might also say many of 
them will need to take advantage of it because many of them are 
toing to be displaced in the years ahead— as Mrs. Johi^n's testi- 
!?jn"/?nn • "^"^ P®°P^® ^^'^^"^ I^^'s make under 

tdI^^^^*^*".?'' ^" testimony she made the point that based on 
1Kb data, that of the 12 million households who currently hold 
IRA s, over 5 million of. those people make less than $30,000 per 
year, and that is a household income, which, may mean two people 
working. 

Now, at the same time it turns out over 8 million people are in 
the ran^e from $15,000 to $50,000. Again, two people working. So 
what youare really seeing is that for large numbers of middle 
income peop\e and even lower income people, jthe IRA offer j really 
the only tax deduction in an imperfect, tax system they have. 

I would like to make two points- on that. One is people are saving 
although they realize they are going to lock those IRA's up for 30 
or 40 years, and they are still doing it. If they realized that they 
could use that money through the ITA fnechanism, I think you 
would have an even larger number of people that would be willing 
to participate. I think you would have a larger number of people 
that would be willing to participate in what I would call the Train- ' 
mg IRA, as well. 
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There is^ another important piece of information that was pre- 
sented by Mr. Craig— and I huve to say raw data is to economists 
like »>od camr is to a gourmiet, you get very excited about it. 

And the su*yey he presented— out of that survey 600 companies, 
HR [human relations people], and these are people that tkeve a 
miyor decision in what their companies do, almost ^V^ to 1, 70 to 30 
percent, th fv are s a ying th at th o y ihin k U utt t h e TRA pr ovisions- 
need to be changed to permit savings for training, and you had 70 
to 30 percent— Ihese companies said they would favor the ITA leg- 
islation. 

I read that as an implicit endorsement by 600 pa^hnel people. 
So if you take both of these factors and put them together, I would 
say you would have good participation in this program. 

And I think the data fairly well suggests that it will reach down 
and touch a broad base of people, not just upper income people. 

Mr. Levin. Let me just ask you one last question. If you had to 
^ 0^ ^ would be for family incomes from 

10,000— household incomes— from $10,000 to $40,000, what would 
your guess be as to the pr(^;ression under a ITA system? 

Would it be the higher the income, the more the use— just a 
guess. And by what kind of degrees? 

I think some people say that) because of the issue of disposable 
income, thai the higher the income, the more the-^use, and perhaps 
geometrically not in a r^lar migtluanatical pp^ession. _ __ 

Mr. CRA19, J think the^ 4«- an<^her1ftrotorrftTiflects biir commit^ 
~tee discussion. 

The higher the income, the more skilled the person is generally 
speaking. The lower the income, the lower the skills. 

By and large* the higher the skill of the person, the more likely 
some emplover is going to invest in retraining that person. The 
lower the skill, the less likely the employer is. going to want to 
invest in that person. 

Mr. Levin. Would you agree with that guess? 

Mr. Choate. Well, what I would guess is that it becomes impor- 
tant to m^ke a distinction between the percentage participation 
and the absolute numbers of participation. 

\yhdt I )vould think that you could anticipate, it would almost 
be in effect likeanormal curve, if you are talking about numbers 
of people—:! y^^ouJcTanticipate what you would find, family income 
of $10,000 or( $15,000 you would have a small number of people, but ^ 
as you moyelLas this data seems to indicate, through the $15,000 
to $30,000 rai^ of people, that you would be able to anticipate a 
minimum 6f at least what are participating in IRA's now, which 
would meati at least 3 or 4 million people. 

I would Anticipate because people would realize , if they needed 
their mon^, they could get their money out and Use it for these 
purposes, that you would see a substantial increase in the number 
of people that would participate. 

Then, as you move on up in the income brackets, I think you 
may find ajs you move to $70,000 to $100,000 income levels, you 
would find people perhaps less inclined to take it. 

But agaiiji, that is the market operating perhaps as the way it 
should, because they have other resources to draw upon. What you 
are really tj-ying to do is get that range of people that will not have 
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personal resources to draw upon. If they do draw upon the personal 
resources it harms them, in a long-term sense to have those funv-ls. 

So 1 think that these programs really touch upon the core group 
of people that would be most in need of the funds. 

Mr. Etzioni. May I speak to this point? 

I woul^d.exj>ect a rather unusual pattern will arise here: Not the 
"Tistial pattern where the more affluent you are the more you bene- 
fit. The reason is tiie-lower your income, the more likely you are to 
seek retraining or seek to change your j^" 

Just to be vory simple minded about ii for a moment, if you are a 
successful lawyer, you are vefy unlikely to go to computer training 
school. But if you are a displjaced steel worker, you are much more 
likely. And so on. i 

So there is a factor here Which would tend to correct far the 
usual tendency to lean the other way. 

Mr. Levin. My time is moreHhan up. 

I think that raises one basic issue. If the lower the income, up to 
ot down to a point, the greater the need for retraining. Also, the 
less the disposable income* and also the less the benefit from a tax 
shelter, if you want to use that term— which term has— maybe we 
^Sjhouldn't use that for programs we like— but if those variables are 
^operational, I think they indicate that at the very least an ITA pro- 
Vgram-ha» -to-be- t»ntplemerrted-by--aftexr/anded^ 
grams, because it would not reach— if your notion is correct— many 
of those in most need of retraining. 

Mr. Etzioni. Speaking strictly for myself, I very much agree with 
you. In the Ijest of all worlds, the employers and the Statewand Fed- 
eral government would contribute to ITA. 

In the end, all this is is a tax-incentive scheme, because we don't 
dare to talk about direct public funding of the same needs. / 

Mr. Levin. Your last comment to some extent, I think, Under- 
mines your earlier testimony in terrfls of the way we should go in 
our society. You are really saying what we need to do is to not only 
complement an ITA system with other programs, like the recentlv 
enacted JTPA, but we also' heed to think of combining within an 
ITA program some public funding incentives. 

Mr. Etzioni. What I am trying to do is not to be completely aca- 
demic. In an academically beautiful world, you would say people 
have a ne^^i, it is in the public interest for it to be treated, they 
have been suffering due to forces beyond their control, technolo<?i- 
cal change, because we defend the Japanese, et cetera, that the 
public tilt should be available to them. 

But I don't fore see in the next 10 years that we can go massively 
in that direction, and it is massive. So we turn to the context in 
which tax incentives have become popular and available for every 
purpose but ours, to say, let's at least begin to correct the imbal- 
ance by introduc.ng tax incentives for this purpose. 

Once you haVie that in place, the question is can you graft on it 
some of what you would like to have in that beautiful world. If you 
cannot have direct major financing of training from the public tilt, 
maybe you can have match' ng funds. 

Mr. Levin. Let me say, I think next year tax incentives are going 
to be much less popular than they have been in the iost few years. 
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Mr. Etzioni. Maybe we -should^ split the IRA's into half— half 
IRA's and half ITA's. 

Ma. Oakar. Pat. „ ^ «. .. 

Mr. Choate. If I may follow up on Professor Etzioni s comment— 
•it seems to me what it becomes necessary to do is divide the train- 
ing challenges into some parts here. There are some parts best 
dont by the private sector. That is, for those pjBople already at 
work. I think the proposal to give a tax credit, in effect, says to 
those firms if you need to invest, we want you to invest, we want 
you to choose, we are going to giv^ bu an incentive to do that 
equal to what you have for capitapk vestment, for R&D, and. you 
have to put up $3 for everyone. v . • u 

I think that makes sense. We have another set of training prob- 
lems to deal with the economically and culturally disadvantaged 
that the Federal Government, I think, very responsibly has stepped 
forward and said in the Jobs Training Partnership Act, this is a 
national responsibility, a national challenge, and public funds are 

put up to deal with that. . , „ ,., ' j- i j 

But then, there is a series of other challenges like the displaced 
worker problem, and the issue is really one, at least under the ITA 
concept, how do you go about sharing that cost between employers, 
between workers* and the society as. a whole? ♦ 

So what One is really doing in putting together a national as op- 
posed to a Federal training strategy is to say how do you deal with 
these parts in a way where you can let each of the participants 
make that contribution which they are best at making *nd, yet, at 
the same time build up a mosaic of actions which deal with the 

^^^1n ^^sense, I think that is what it does. And I think it winds 
up being the most efficient way of going about it. 

Mr. Levin. I agree with you completely. Thank you very much. 

Ms. Oakar. Thank you. < 

Let me just ask a question in the form of a comment. 

Mr. Craig, in your survey you talked about a concern that this 
could be used as a tax shelter, $250 or less, by those in the middle 
or upper income. I am not sure I think that is the greatest tax shel- 
ter that we have seen. r\>v^^r^ o»,m 

But I would like to make this comment because Mr. O Keefe said 
something that I agree with, and, yet, when I think of mv own dis- 
trict, it is not quite as true as it might be otherwise. You talked 
about the fact that there are no predictables in terms ot who is 
Roing to be unemployed. , , ^. . , 

In my district, a lot of the people unemployed were those middle 
income people who may have taken advantage of this kind ot pro- 
jram. They were the steel workers and the auto workers who were 
middle income. They lived in many cases in the suburbs of Ueye- 
land, in very nice homes, and were just about ready to tmish 
paying off their mortgage. ^« « .i. i.u 

Many of them are men who are over age 50. So they are the 
kinds of people that some of our people in your surveys are so con- 
cerned about taking advantage of that so-called tax Phelter. 
v Now, thepe iridividuals in some cases have lost their homes, 
haven't had a job for 3 or 4 vears, and cannot find a job. There is a 
form of age discrimination that goes along with the v/hole issue. 
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Our Aging Committee, incidentally, found that the highest per- 
centage unemployed in the countiy were people between age 45 
and 55. We are seeing thlit those individuals who once were middle 
class are the new vulnerable people in the country. Thgy have 
really lost a great deal. In addition, you have certain physical and 
mental abuse that are a result of unemployment. 

I guess my response to that kind of comment might be to t^ke a 
look at that middle income person who might take advantage of 
this program, who would never have dteamed that after working 
20 or 80 years in the steel mill that he, in this case, would have 
lost his job, and that this was the one and only career that they 
had as a goal, and this was the lifestyle along with the employment 
style that they had chosen. 

I guess that i& an intangible when you think of tax shelters, and 
who takes advantage of them. You think of the here and now. 
What we are talking about is the future and what might happen to 
that very same person who is above the national average in terms 
of salary. 

They have worked for many, many years. These are the people 
who I have in mind when \ support a bill like. that. I don't know 
how you respond to that. 

Mr. Craig. First of all, don't let me appeal as if we have all the 
answers on thjs. We are very hesitant about this conclusion. . 

This is the conclusion of our discussions. We don't have data 
which prove conclusively this or that^ One caution, thoUgh. I have 
a concefli when we use the auto and steel workers as a metaphor 
for the rest of the country becausef'I don't think that is necessarily 
true. There are lots of special aspects to the auto workers situa* 
tion— particularly labor contracts. 

They now have opportunities to be retrained under the labor con* 
tract they have, even though they are displaced. This is a very in- 
teresting kind of precedent, which I think we need to examine, too, 
in labor/management relation^. 

! am hearing that more and more of the 45-to-55 age group — con- 
trollers, for examples-are particularly troubled with unemploy- 
ment. They are being dislocated through technology. What are they 
going to do? 

We are not firm in our conclusions as yet. We think the data we 
have Indicates that it is an issue to be explored. 

Ms. Oakarv Let me then take another tack. We know that there 
is an increase in service-oriented jobs, and that most of those jobs 
are filled by women. This goes to your statement, Pat— both Pats— 
in terms of flexibility and unpredictability about the labor force. 
While I can identify in my own district the very typical individual 
who is unemployed, who has once been middle class and now some- 
what destitute, I am concerned that we are spending a little more 
time on looking at those service-oriented jobs and what that means 
for women in terms of retraining, because we know that these are 
the lowest paid jobs as well. That is why some of us are concerned 
about pay equity and issues of that nature. 

How do we address the increase in the numbers of jobs in the 
service sector and the needs of women in term^ of the whole area 
of retraining who are more and more going to be in the work force? 
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Seventy percent of all women today woric part time. How do anj^f 
these programs or future programs address that particular needr 
Mr. iJftOATE. Well, I thinV, first of all. it goes back to your open- 
ing statement. What one finds is, of course, a large number ot 




, very correct- , 

WUl need, I believe, both income assistance, which the ITA fivesy^ 
linking it to the unemployment insuran9e system while to^^ 
through that trainijig and, at the same time, they will need the tui- 
tion assistance. „ ^ i. • • »./>r».a*Mciwin^ 

It is the $1,000, as you were te^king about, in the programs^.m'^ 
Cleveland. It is not a lot of money until you don t have it. And 
then at that point it becomes all the money in the world. . 

And so it Would address that problem. Then there are the issu^ 
6f providing child care services for the people in retraining. I think 
some of thi points that Mr. Craig ma<fe earlier are also useful on 
the retraining, and that is to^take a look at the tex provision so 
that when a worker invest^fieir own money, while they are even 
on the job, to take retraining in some other occupation if they can 
see change coming, that they be able to deduct that. 

It s^ms to me'lo be only fair if a firm c€^ deduct the expenses 
involved in changing a line of business to adapt to chaiige, that a 
worker be able to do the same thing. And our present tax codes 

**°So*it*8e€ms to me there is a whole series of these kinds of steps 
that 'can be done. And that women wi l be beneficiaries, as will 
many other people. But I think they will be disproportionate bene- 
ficiaries becausejhey make less money. . 

Mr.O'KEEFuMayJ just make a couple of remarks here? 

I think we have all commented, and certainly the members ot 
the panel have commented, about the fact that we cannot afford to 
think about these things as pigeon holes. There is not one solution 
to all of these prqblems. . x. :„ fu-. 

I think the Jiecond thing we all need to recognize » that, in the 
chanrinK attachments of females to the labor force, we are both. 
pa?t^f and witnessing probablv the most significant fchange in 
labor economics that has ever taken place. . 

Our economic institutions evolved in an economy where the as- 
sumption was that one partner stayed home and the other went to 
work -That is changing dramatically and rapidly. There w an awfu^ 
lot of change going on in our policies, and our policies have to 
K to accept the fact that some of the underlying premises r^ 
garding labor force participation have been called into question, we 
have to look at those. . , „, . , 

We have 105 million jobs iti this economy. We cannot lose sight 
of that. Many of the service jobs pay vory well. There is a certain 
Portion of tfibse jobs that are at the lower end of the wage spw- 
K but other Service jobs, parlicularlv those that are asscjiat«i 
with hijrh tech, do pay very well. We have to keep m mind that 
rhoS^ JnWuals. are going to need to replenish their skills and 

United States, I think we cannot lose sight of the fact that this 
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kind of retraining Initiative makes sense in that context. Many in- 
dividuals, either the husband or the wife, will for a while want to 
withdraw from the labor market while their children are in their 
early vears. 

And at the point that they seek to reenter the labor- market, 
there will be a discontinuity. The skills with which they exited will 
• be somewhat rusty, perhaps outmoded. So this kind of thing, an 
ITA, other training programs, would permit them to regenenir^ 
their human capital. " ' - 

And I think the last point that I would make is the very fact 
that as middle-America begins to feel vulnerable, middle-America 
i;9 likely or possibly liki^ly to take some »hort-sighted*pdlitical steps, 
, to try to head off that vulnerability. 

The long-term consequences for national income, fo^ national se- 
curity, are going to be perverse. And so what we have to do is look 
at ourselves and realize that we are trying to balance pur risk and 
trying to do so in a society, in a political system that emphasizes 
J^ree choice, and things such as ITA to the extent t^t they remain 
voluntary, and permit workers and employers to arrange a com- 
pact, are things that we should, encourage. 

And I am glad to s^ that everyone here, while disagreeing 
around the margins, continues to push on that kind of flexible ap- 
proach. , / 

Ms. pAKAR. I agree with you about the women in particular who 
go in and out of the labor force when they decide they need to go 
back in the labor force— very often the skills they once had that 
paid a reasonable amount, are not*enough. 

We saw at the Polaris Center in Greater Cleveland women going 
back for training ^nd instead of leaining typing, -they were going 
into computer science. 

Those who were in the program had a special grant to be in the 
program. If they had not had that small State grant, they would 
never haye been able to go into that program. 

I wanted to ask Mr. Craig dnd Dr* Etzioni just one question. You 
mentioned the fact that several labor unions have training pro- 
grams. These unions include the Communication Workers and 
UAW. Companies like Ford and General Motors also have training 
programs. , 

Dr. Etzioni, and Mr. Craig, wouldn't an ITA be useful for union 
members, for that kind of training program as an option— would 
that be something helpful for them, for their futures, as well? 

Mr. Etzioni. I don't immediately see why it would benefit union 
members more than nonunion members. But if you allow me just 
to use the point for a moment to speak to a very ti&lated one. In 
many other industrial socieiies, they have a tradition we don't 
have. And that is that employers will train employees jiot necessar- 
ily for themselves. 

If you take a youngster and train him in marketable skills, you 
contribute to the pool available to all corporations and you benefit 
the country and, ultimately, yourself. 

We have more tradition that a corporation seeks to train people 
for itself and is very reluctant to contribute to the pool of training, 
and in effect, will often go to great pains that if you train some- 
body, they will be under contract for many years. 

•f ^ 
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* I would lean to a greater employer contribution, because th^ is 
your opportunity to contribute to the total welfare. I am.-not talk- 
ing aSSt^he sc^iety at large, .but the. economy. Because mstpad of 
just training people for yourself, you improve the pool all corpora-^ 

ThatwTllfe^ feedback effect on the i^sue .of social jus^^^^^^^ 
cause let's assume for t^ie sake of argument that the corporation 
vSll contribuS^$500 a y6ar to the ITA, that 'Avould. mean very little 
To the Se^n who makes $100,000. But to the person who Jias a rel^ 
ativelyTow income, these are very impOrtan^margirjal dollars. The 
farger tlTempWr contrib^ fairer the system becomes. 

-m'* cTa^S: Yes.?wfli combine that with your comment pn the 
service i^^dustnr For example. I just had a call vesterday. the Bank 
^America aSarently has'^s^mi 2.000 to 4.00(5 surplus employees 

*^The^ arfnTv^^? hi^ Their policy 'has been they 

don'lVF^pfeX^hS onlv rSdu?e the work f^^^^^^^^ 
They try to retrain their employees in the liew technologies. 

But this quantity of people is really testing the limits of that 
DoliS Here Ta ease >^e?e .it would be hc'pful f we had some 
Eind of Federal policy that gave a tax credit to employers or maybe 
ei^n a si^af t£ cr^it fo? displaced workers like t^l.ls. to i^t^^^^ 
. these peJSe not only for jobs inside-but also to retrain them very 
effectively with real workplace training for other joDs. 

We coSd u»^ more of tfiese workplace kinds pf circumstances for 
retraining. Regaling the specific question l^^^T^f ^^wK 
(*he ITA is reallv needed very much by organized labor wnere 
Wreehiente ^rov L for doing that within their own context. Now. 
Sfe havrtKFcoViSe. with^ UAW CWA. Nationa^^Tete^^^^^^^ 
cations Union, in the auto and telecommunications ^ndustms^ 
These agreemehts get at training the ^refnizf ^orkj^ce,^^^^ 
though they leave the company-a«* well as retraining people 
within the company before they get displaced • neeotia- 
That should be encouraged. But it may be a matter ot negoiia 
tion rather than a Federal ITA kind of Program. 

Mr Etzioni To clarify a very small difference here. By one 
sy^emil L haphazard, l^cause ^some corporations will do it and 

'°Ms "oakar It is very, very minimal. 1 didn't niean to give you 
thf mSn it is a JiholeLle, blanket training program^a^^^^^ 
the board, because it is very minimal. In some areas they, have it, 

^"Ey.'manfworkers are extraordinarily discouraged when the> 

^^M^ ytSwr otly one out of five workers is in unions. Manj 
unions do not have it. That would mean for the corporation to con 

''fn\^hVo?her fyttTh^ eveW employer i. mandated to mak. 
a lon\4uUoJ fntHveryl^od^^ i|a. tV persons themselves ca. 
choose what retraining resources they want to use^ 

ATr Craig It is only a year or so old. We hope to see it grow 
And th?co?poratioS dSes not control the training. It is a joint er 
deavor. ' , 
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Mfr. Etzioni. When you talk about the example* of the Bank of 

America . ^ 

Mr. Craig, That ft not a union situation. 

Mr. Etzioni. True; but if you have a model, given more ' re- 
sources, the Bank of America could, train people not just for itself, 
but for the market. That would be then a corporate controlled 
trainine program. > 

And 1 would .prefer for the employee to be able to choose where 
they want to get retrained. 

Mr. Craig. Let me tell you another item from the survey. We 
^ asked the question, do you think employers should b^ concerned in 
retraining those who have been displaced by technology, foreign 
competition and other factors? 

The response was 9^ percent affirmative— and these were' private . 
sector managers— they said for both inside or outside jobs. 

Ms. Oakar. Let me go on to Mr. Vento. , ' 

Mr. *Vento. Thank you. 

I am late. I apolc^ze for it.' 

Just a few observations and maybe a few questions. The magni- 
tude of this problem is very significant. We had hearings in Minne- 
sota, the Northeast-Midwest Coalition— on a topic Similar to this. 
The testimony we had suggested about half the education money 
spent was spent in private sector. ' 

That is to say, pn ate companies actually are spending a heck of ' 
fa lot of money in terms of retraining. Then that comes back to the 
types of proposals that we have here before you and other sugges- 
tions. ( 

I think we all agree there is a problem. The question is how do - 
we best go about doing that. I guess the bfest and most efficient way 
would be to take your tax revenue and apply it to the problem in " ^ 
terms of creating a training program or retraining qr educational 
program to address the issue. 

That is the most efficient— that is, if you believe that the Nation- 
al Government can accomplish or State Governments and Federal 
Government can do that. 

Now, of course, wp throw in here all of a sudden the idea of indi- 
vidual choice, letting the individual i::ake these paiticular deci- 
sions and/or letting the companies and. therefore, they then have . 
the resources^the money retained either through tax or other in- 
centives that #e have. They, of course, can stilTengage those deci- 
sions, I assume, by giving them money directly, but we choose to do 
It more indirectly now, through mechanisms such as tax and so 
, forth. 

That is to say, theje has been, and this is the direction we have 
gone. Unfortunately, the CETA program has been cut back to 
about half in real dollars of what it was. New we call it the Job 
Training Partnership Act. I dm a sponsor of this legislation with 
Congresswoman Oakar, on the credit basis. 

But the paint is the magnitude of the problem— what is the cost 
to train a vforker. Education is very expensive. We talHed about 
people who have Ph.D.'s either from private or public institu- 
tions—I thirik a conservative figure in some sort of retraining expe- 
rience for someone being laid off a manufacturing skilled job; a 
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limited skilled job, probably te $10,000 to $20,000, in terms of what 

%l^^sly, unemployment, doesn't do .that. That 26 or 39 or 52 
weeks, depending u>on the sjBvereity, doesn't get y6u from A to^B. 
It doesn't get you.the retraining. * 

At one time, apparently, it did. And n a more competitive world 
where retraining-103 million people in the work force today, it 
melns ifttle. I would like to see^nother 5 or 6 million in the work 

° But"t{if fact is that those folks on an ongoing basis need retrain- 
ing. So we are probably spending a great deal of our total CjNF, 
and- S forth, really touching around the fringes, saying we are 
going to give this ability through the Tax Code. 
^ I think we are only operating on the fringes of it. I guess t is 
better than giving taxes for no reason. But my question is whether 
the IRS real^ h^ expectations that that is going to guide or bring 
ibout the Fight development in terms of training that we want to 

guess my inclination is that it is pretty ridiculous, that you 
exp^t that to occur. I don't thSk .it will. ^ <i<>^^f^T"|JJ^f 
through an insurance program, giving some autonomy in decision- 
making, not without a heck of a lot 'of counseling. 

I don't know how many of you have been involved in telling stu- 
dents they cannot go to school and get cosm tolo^r training 
cause we don't need cosmetologists or hair dressers. Or at one time 
we thought we didn't'need as many nurses. , , i.»«u««ia 

But it is not very easy. These people keep P^^^ji 
They go to the marketplace and cannot find jobs. That is what you 

are ud against. . i. 

The idea behind all of this is good. That is to say., ^ernis of 
letting people have access. The fundamental question is. Where are 
we going to come up with $10,000 or $15,000 or $20,000 and when? 
Wouldn^t we be better off with some sort of insurance program to 

Tre any of fhose available privately? Should the Gover^lment 
setting it up? I think we have to look at the money we are spend- 
ing in unemployment and other programs, as well as some of the 

'"cTeVrrthK^^^^^^ most efficient wa^, rather than having 
everyone say I have to protect my security in terms of the lOb D 
developing one of these accounts. I think it would be too little and 
tw latS, and not really on a prudent bas^s. It would not accomplish 
what we are trying to do. 

Mr." Choate. I think I agree with you-when one t«ke8> look at 
the present system, or nonsystem that we have. And I think in Pe- 
ginning to dissect it, it becomes important to break it into two 

'tt' t%Zworker that is employed, that is on the job, w^^^^ 
employer is facing change, as most employers are, and that worker 
will heed some training to keep pace with the demands of thejob 
S the job itself changes. And I think the whole idea here is to ^ve 
the firm greater incentive to retrain that worker rather than just 
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th?troin/ng^*^ *° somebody outside that has \ 

national PoHcy that is' in place, that gives firms in- 
centives to mvest m capital ihvestment and R&D, is a good system 
in the sense that it does «eem to stimulate more investment. And 
more importantly, since the firm is putting up the $3 or, $4 for / 
every dollar the public sector is, through tax expenditure, we are ' 
pretty well guaranteed the firm is going to make a pradent invest- - 
ment. , .. r 

In this kind of circumstance, with someone on the job, I think if 

vL'^Z ^ ^^^.^"aljOy to investment and training with the in- 
vestment in cADital anH tfipVinnlom/ ..,ir^««i^ „ i. . 




i.ne quebuon wnicn is one which I do not think public policy has 
nw addressing; is what do you do with a worker dis- 
' ♦ no longer is affiliated with an employer. In that sort of 

^ f i"''.-^?" ^'■^ J'o^'' point that we are 

in tiTwa^s" quantities of funds, and these funds come 

" One phrt of the funds is in the dfrect training costs, the moneys 

2!urJI^J'^A^u'' ^n'*^ that are used to operate the 

schools^ And the second part of the funds are thoseJfunJTthat are 
!.n?S^ "^'iHr? workers' income during that peri^ that they are 
unemployed. That is a good chunk of the $10,0007 

vJiUlrJ ^^^T^ i^u* particular pieces of legislation that afe' 
being considered by th^ committee very^forthrightly address that 
by, in effect,' mandating that we expand from 13 to 50 States and 
f«J??i"* requirement that a person that is on unemployment 
insurance cannot take training. If that is done, that will go a long 
way in better using many funds that are already being expended t« 
ensure the ^ople have the money to pay their mortgage, to buy 
j2«|^groceries, to pay for their automobile during that training 

The private sector and the Government put up a lot of money in 
Jit P."t "P $30 billion last ye^r, $18 billion thS 

year, bo it is just makirig wise use of a lot of money. 

Ab©ve and beyond that there is the question 

^^^7^' ^ fe"'^ •^now. If you could convince people of that, , 
they would be willing to make that.change. One of 'the fundamen-- 
tar things about UI is you are available for work. 

J was trying to do blue collar work and get a college education. I 
«nrpfeZ''^'"^ nights and could not get unemployment insur- 
nthpr rlnT *i! >n CO ege during the day. There are a lot-of 
other people that face similar types of dilemmas. 

nJlL ^r^^y/^lj^'^''^ }^ the need for the better J<As Bank, et 
^r,?,\A V * ^^""^^ actions are put into place, I think we 

would get to the point where you would build up the moneys, 

' ?fpnf '"n^ltk rf * r^'^A ^'■^ expending, and have suffi: 

doiSg * °^ ^® are already 

Mr. Vento. I think that the savings account idea is fine as far as 
IvS !f • y"fo''t"nately. the types of problems are that no one ever 
expects they are gomg to be. laid off-if they are a butcher or a 
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tailor, they don't see the comput|r8 coming^wn Uie cut 
up thit or^mething. An/they X^I ™ wofi while . 
. JuBt as an example, in my diptnct, the pajjj ' 

the amount of money they are SR^"""*? ^"i u you are right, 
that that is going to ^ave to contmue.^^^^^^ anf l«*ve?ake left in 
The only question is whether* or not there " **^i^'!J-nt to in 
the Tax^cSle to get the type of performwiee out that we want to m 
light of some changes that hav3 been made that are tnougm oi « 
being for some reason sacrosanct. , ^ ^^^^ 

thing through the 'ulf a8& d^^^^^ ability to 

fob that we are t^ing 

*^Uhank you for your indulgence, Madam Chairmarh 

Ms Oakar. ThaoK you very much. I want to thank the panel 

^^^A witness is Dennis Carey, the tecretary of labor of the 

. State of Delaware. exuerience in your voucher- 

We are very anxious to hear your e*P«"Sm nf TTA - 
based tmining program which you use as a form of ITA. 

ST VTEMENT OF DENNIS CAREY. SECRETARY OF LABOR. STATE 
SiAii!.inr.n. OF DELAWARE 

.would like to cover three P<>in^- f »':?f^^?f„^"«l^^ 
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up across the country because of the deficiencies in existing syi 
terns. ♦ . ' . ' 

■ There is little agr^ment on .the economic importance of the dw- 
locat^^worl^er problem. Debate centers on" whether or not did- 
placed workere encounter more difficulty in fmding work than 
\ other UI fecipients; ' whether the number of displaced workers 
ranging in estimates fi-om 100,000 to ovei* 2 million, justify new 
policies and programs, and whether economic recovery will solve 
the problem anyway. * , 

Regardless of the outcome of these debates, however, we do knew' 
that the economy and the nature of work are changing. The forces 
of international competition, which affected 8 percent of domestic * 
markets in I960, as opposed to^SO percent today, and the introduc-"- 
tion ot new techitplogies ar6 producing new market opportunities 
and eliminating otHers. ' , ■ 

I am sure ydu (Congressmen have been faced with the inherent 
results of thosel pressures— protectionism, domestic content legisla-' 
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I work, k 

. J 1 7" ' •••"•■v v» »»».»»»»#iw, c»iu Kiwic; iicAiute. The 

5 jP^Ve/or debate It seems to me today is wheth^ existing systems . 
facilitate such adjustment or not. * e j- " 

Point two. the public school system, th^e employment secwrity 
system, and the new job training partnership program are the most 
significant State-supported vehicles designed to assist the work 
force in making a<Uustm'*nts in the economy. Their effectiveness" in 
providing meaningful adjustment assistance is in doubt. Public 
schools. lo\ example, have been -increasingly under attack for not 
preparing students for tomorrow's skill requirements, and not 
teaching job search skills. 

The employment security system was Established to deal with cy- 
clical, and not structural change—including the employment serv- 
ice, uneniployment insurance system, and 22 grant-in-aid programs 
to facilitate worker adjustment. These programs are geared to hold 
workers over difficult timet rather than provide meaningful read- 
justment through retraining and counseling. 

Bet een 1976 and 1980. over $18' billion was spent on extending 
UI beyond the normal entitlement period. Yet, only $53 milhon of " 
and relocation o*" 1 percent, was spent on training 

In legislation to further integrate UI and retraining— S. 1799— 
Senator Sam Nunn stated that. 

tJr„i!f'^** " "'^"'^ proportion of those collecting UI benefits are enrolled in 

irf nL^lf ;u according to the U.S. Department of Labor, of the 7 million 

UI claimants acroM the country registered with the employment service at any time 
during fiscal year 1982. on|y 1^680 or one-fourth of 1 percent were enrolled in trahi- 

\yhile the JTPA provides for a limited number of retraining op- 
portunities. It does not provide allowances for trainees to live on 

Due to deficiencies iri the current system, new initiatives have 
.sprung up over the Nation during the last 2 years,' including collec- 
tive bargaining agreements at Ford, GM, and AT&T in which out- 
Pf^cement assistance, including retraining opportunities, were pro- 
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At the State 'level. California and Delaware have launched ef- 
forts to dedicate a portion- ^f unemployment m 
tions to training aaountft-Californm .took advairtage of a s^^^^^ 
in their vnemployment account to dedicate a tax fof training yhite 
reducing their net tax burden on employers. Most SWtes unem- 
ployment a^unts are in the red, however? and^ugglsting addi- 
tional employer taxes for training is not Bppular. ^ ^.,„u„ 

DdawaJe; a debtor State, hw^fiscover^a window of on^.^'gty 
in that when we repay the Federal Govepiment thw Octdber, a O.b- 
Srolnt FUTA tax^nalty come off.,The DuPont administra- 
^orproposed le^lSion- dedicated a portion of the -reduc- 
tion, .0.1 percent, to establish a permaneJR trwning fund. _ 

The Delaware Private Industry Ck)uncil established under JTPA 
would be responsible for the Section of recipients of grants to 
ensure-^pproprJate use of the funds. The tax increased the total 
rlm^TSFmSs available for JTPA by 32 pfrcent. The tax is de- 
signed to help support three employment and training in^iatiyes. 
jOne, schooi-to-work initiatives; two, industrial training; and three, 

dislocated workers. ■ \ ^- . „x imA 

The imp^nt element, in my judgment, in looking at the 11 A is 
that thr^A prindple goes ^Jn further than State im latives in 
California ancTDelaware. It- would require employee contributio^^ 
^ well as emoloyer contributions, and also provide tax incentives 
for investment and training. It wouid, at the urging, of some, 
extend the same kind of tax treatment to job traming as is current- 
ly provided for private investment, research and development, 

"^rvCche^bS^^^ niodeled on the Gl^would .have sey^- 
al key elements, which Pat Choate described 'bjTefly thjs mprnmg. 
that would be necessary to ensure efficiency and accountability. 
. First, the worker is involved in the adjustment decision and has 

" 5vMhl lystem is co"£^^^^^ that it^provides coverage for 

'"ffl^tlya^^"^^^ to the receipt of unempl^ment j^^^^ 
ance benefits, thereby assuring support during the adjustment 

^F^rth, the system provides for early intervention and flexibility. 
Fifth the system provides f6r assured financing. ^ 
ffieKveraf variations on the ITA theme i»w before the 
Congress. All recognize the critical link between productivity and 
change and current system failure to encourage investment in 
training and other * meaningful readjustment assistance. These 
should include job search assistence, job development. counMling, 
reK^^ assistence. and labor market information as well as 

u"haf been well documented that job search assistence is a mu^^ 
- more efficient and fcost effective means of facilitating adjustment in 
tTe work force. And I believe that the legislation should c.^^^^^^^ 
as Bob Craig indicated this, morning, reevaluate the definition of 
training 'under the ITA legislation . to incorporate other means of 
facilitating adjustment in addition to trammg. 

Cd that bisically concludes the thrust, of my remark^. I would 
like to say that I appreciate the opportunity to be here this morn- 
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in^. I sincerely believe that the -most effective mean&oV facilitating 
adjustment for the unen^ployed is to (ise the system that is current- 
ly in place—that being the unemployment insurance system— to 
target dollars through that System ^nd retarget them for meanings 
ful training assistance. 
[Mr. Carey's prepared statement follows:] 
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TESTIMONY BY DENNIS CAREY 
JULY31. 19S4 

THERE IS LITTLE AGREEMENT €N^E 
ECONOMIC IMPORTANCE OF THE DISLOCATED 
WORKER PROBLEM - DEBATE CENTERS ON 
WHETHER OR NOT DISPLACED WORKERS 
ENCOUNTER MORE DJFFlCULtY IN FINDING 
WORK THAN OTHER U.L RECIPIENTS. WHETHER 
THE NUMBER OF DISPLACED WORKERS \ 
(RANGING IN ESTIMATES FROM 100.000 TO \ 
OVER 2 MILLION) JUSTIFY NEW POLICIES AND \ 
PROGRAMS. AND WHETHER ECONOMIC 
RECOVERY WILL SOLVE THE PROBLEM ANYWAY. 
REGARDLESS OF THE OUTCOME OF THESE 
DEBATES ; HOWEVER . WE DO KNOW THAT THE 
ECONOMY 'AND THE NATURE OF WORK ARB 
CHANGING. THE FORCES OF INTERNATIONAL 
COMPETTITION, WHICH AFFECTED 8% OF 
DOMESTIC MARKETS IN 1960. AS OPPOSED TO 
80% TODAY. AND THE INTRODUCTION OF NEW 
TECHNOLOGIES ARE PRODUCING NEW MARKET 
OPPORTUNITIES AND ELIMINATING OTHERS . 
THESE FORCES ARE INCREASING POLITICAL 
PRESSURE FOR PROTECTIONISM. DOMESTIC 
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CONTENT REQUIREMENTS . AND PLANT CLOSING 
LEGISLATION. THE SHIFTING JOB MARKET IS 
INTENSIFING PRESSURE ON TODAY S WORK. 
FORCE TO BE LITERATE. TRAINABLE, AND 
FLEXIBLE. THE ISSUE FOR DEBATE HERE IS 
WHETHEMXISTING SYSTEMS FACILITATE SUCH 
ADJUSTMENT OR NOT . 

THE PUBLIC SHOOL SYSTEM. THE 
EMPLOYMENT SECURITY SYSTEM, AND THE NEW 
JOB TRAINING PARTNERSHIP PROGRAM ARE THE 
MOST SIGNIFICANT STATE SUPPORTED VEHICLES 
J)ESIGNED TO. ASSIST THE WORKFORCE IN 
MAKING ADJUSTMENTS IN THE ECONOMY. 
THEIR EFFECTIVENESS IN PROVIDING 
MEANINGFUL ADJUSTMENT ASSISTANCE IS |N 
DOUBT. PUBLIC SCHOOLS , EG., HAVE BEEN 
INCREASINGLY tJNDEfi ATTACK FOR NOT 
PREPARING STUDENTS FOR TOMORROWS SKILL 
REQIREMENTS, AND NOT TEACHING JOB 
SEARCH SKILLS . THE EMPLOYMENT SECURITY 
SYSTEM WAS ESTABLISHED TO DEAL WITH 
CYCLICAL, AND NOT STRUCTURAL CHANGE- 
INCLUDING THE EMPLOYMENT SERVICE, 
UNEMPLOYMENT INSURANCE SYSTEM. AND 22 
GRANT IN AID PROGRAMS TO FACILITATE 
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WORKER ADJUSTMENT. THESE PROCRAMS ARE 
GEARED TO HOLD WORKERS OVER DIFTICUW 
TIMES RATHER THAN PROVIDE MEANINGFUL 
READJUSTMENT THROUGH RETRAINING AND 
COUNSaLING. BETWEEN 1976-1980 OVER $18 
BILLION WAS SPENT ON EXTEND NC U.I. BEYOND 
THE NORMAL ENTITLEMENT PERIOD 7 YCT ONLY 
$53 MILLION OF THE TOTAL -OR LESS THAN 1/2 
OF 1% WAS SPENT ON TRAINING AND ^ 
RELOCATION. IN LEGISLATION TO FURTHER 
INTEGRATE U.l. AND RETRAININC(S.I799) _ 
SENATOR SAM !«UNN STATED THAT . IN FAa, 
A VERY SMALL PROPORTION OF THOSE 
COLLECTING U.I. BENEIJITS ARE ENROLLED IN 
TRAINING PROGRAMS.... ACCORDING TO THE U.S. 
DEPT OF LABOR , OF THE 7 MILLION U.I. 
CLAIMANTS ACROSS THE COUNTRY REGISTERED 
WITH THE EMPLOYMENT SERVICE AT ANY TIME 
DURING FY 82, ONLY 17.680 OR 1/4 OF 1 ? 
WERE ENROLLED IN TRAINING." AND. WHILE 
THE JTPA PROVIDES FOR A LIMITED NUMBER OF 
RETRAINING OPPORTUNITIES IT DOES NOT 
PROVIDE ALLOWANCES FOR TRAINEES TO LIVE 

ON 

DUE TO DEFICIENCIES IN THE CURRENT 
SYSTEM, NEW INITIATIVES HAVE SPRUNG UP 
OVER THE NATION DURING THE LAST 2 YEARS- 
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INCLUDING COLLECTIVE BARGAINING 
AGREEMENTS AT FORD. GM. AND ATT IN WHICH 
OUTPLACEMENTASSISTANCE INCLUDING 
RETRAINING OPPORTUNITIES WERE PROVIDED. 

AT THE STATE LEVEL . CALIFORNIA AND 
DELAWARE HAVE LAUNCHED EFFORTS TO 
DEDICATE A PORTION OF UNEMPLOYMENT 
INSURANCE TAX COLLECTIONS TO TRAINING 
ACCOUNTS. CALIFORNIA TOOK ADVANTAGE 
OF A SURPLUS IN THEIR UNEMPLOYMENT 
ACCOUNT TO DEDICATE A TAX FOR TRAINING 
WHILE REDUCING THEIR NET TA^C BURDEN ON 
EMPLOYERS. MOST STATES' UNEMPLOYMENT 
ACCOUNTS ARE IN THE RED , HOWEVER. AND 
SUGGESTING ADDITIONAL EMPLOYER TAXES FOR 
TRAINING IS NOT POPULAR. DELAWARE. A 
DEBTOR STATE . HAS DISCOVERED A WINDOW 
OF OPPORTUNITY IN THAT WHEN WE REPAY THE 
FEDERAL GOVERNMENT THIS OCTOBER . A 6% 
F.U.T.A. TAX PENALTY WILL COME OFF. THE 
DUPONT ADMINISTRATION PROPOSED ^ 
LEGISLATION WHICH DEDICATED A PORTION 
OF THE REDUCTION (. I % ) TO ESTABLISH A 
PERMANENT TRAINING FUND. THE DELAWARE 
PRIVATE INDUSTRY COUNCIL . ESTABLISHED 
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UNDER J.T.P.A. WOULD BE RESPONSIBLE FOR , 
THE SELECTION OF RECIPIENTS OF GRANTS TO 
INSURE APPROPRIATE USE OF THE FUNDS. THE 
TAX INCREASED THE TOTAL NUMBER OF 
DOLLARS AVAILABLE FOR J.T.P.A. BY 32% . THE 
TAX IS DESIGNED TO HELP SUPPORT THREE 
EMPLOYMENT AND TRAINING INITIATIVES: 1. 
SCHOOL- TO- WORK INITIATIVES. 
2.INDUSTRIAL TRAINING. AND 3. DISLOCATED 
WORKERS. DUE TO FEDERAL REDUCTIONS IN 
FEDERAL ASSISTANCE FOR SCHOOL JO WORK 
PROGRAMS AND JTPA RESTRICTIONS GOVERNING 
SIJCH PROGRAMS . ONGOING EFFORTS IN THIS 
AREA HAVE BEEN HARD PRESSED. PROGRAMS 
SUCH ASJOBS JFOR DELAWARE GRADS. 70001. 
AND A DEL. DEPT. OF LABOR INITIATIVE TO 
ESTABLISH A JOB READINESS CURRICULUM IN 
THE PUBLIC SCHOOLS HAVE DEMONSTRATED 
THEIR EFFECTIVENESS ESPECIALLY WITH 
STUDENTS WHO LACK ACADEMIC OR 
VOCATIONAL DIRECTION. THESE STUDENTS 
ARE THOSE MOST LIKELY TO BE UNEMPLOYED . 
AND UDEREMPL0YED- AND OFTEN TURN TO 
THE STREETS OR TO WELFARE FOR RELIEF. IF' 
WE DON'T SOLVE THIS PROBLEM IN THE 
SCHOOLS. WE WILL END UP PAYING FOR IT 
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LATER. THE SECOND AREA TO RECEIVE 
FUNDING THROUGH THE TAX IS INDUSTRIAL 
TRAINING- TO PROVIDE RESOURCES TO 
ATTRACT FIRMS TO DELAWARE THROUGH 
TRAINING, AND TO PROVIDE ON THE JOB 
TRAINING ASSISTANGlE. THE THIRD AREA TO 
RECIEVE FUNDING UNDER THE TAX WOULD BE 
FOR DISPLACED WORKERS : UNDER TITLE 3 OF 
JTPA, STATES ARE REQUIRED TO MATCH 
FEDERAL ALLOCATIONS. THE. I % TAX WOULD 
GENERATE SUFFICIENT RESOURCES TO MEET 
THIS REQUIREMENT AS WELL AS SHIFT MORE 
RESPONSIBILITY AND INVOLVEMENT FOR 
SHAPING DISPLACED WORKER PROGRAMS TO 
THE P.I. C. 

THE ITA PRINCIPLE GOES EVEN FURTHER 
THAN THE DELAWARE INITIATIVE IN THAT IT 
WOULD REQUIRE EMPLOYEE CONTRIBUTIONS 
AND PROVIDE TAX INCENTIVES FOR 
INVESTMENT IN TRAINING. IT WOULD , AT THE 
URGING OF SOME , EXTEND THE SAME KIND OF 
TAX TREATMENT TO JOB TRAINING AS IS 
CURRENTLY PROVIDED FOR PRIVATE 
INVESTMENT IN RESEARCH AND DEVELOPMENT. 
PLANT AND EQUIPMENT. A VOUCHER BASED 
SYSTEM MODELLED ON THE G.I. BILL, THE ITA 
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WOULD HAVE SEVERAL KEY ELEMENTS . 
MECESSARY to ensure EFFICIENCY AND 
ACCOUNTABILITY." 

1 . THE WORKER IS INVOLVED IN THE 
ADJUSTMENT DECISION AND HAS A FINANCIAL 
STAKE IN THE PROCESS. 

2. THE SYSTEM IS COMPREHENSIVE IN THAT 
IT PROVIDES COVERAGE FOR ANYONE WHO IS 
DISPLACED. 

3. THE SYSTEM IS TIED TO THE REOEIPT OF 
U.I. BENEFITS THEREBY ENSURING INCOME 
SUPPORT DURING THE ADJUSTMENT PERIOD. 

4. THE SYSTEM PROVIDES FOR EARLY 
INTERVENTION AW FLEXIBILITY. 

5. THE SYSTEM PROVIDES FOR ASSURED 
FINANCING. 

THERE ARE SEVERAL VARIATIONS ON THE 
ITA THEME NOW BEFORE THE CONGRESS. ALL 
RECOGNIZE THE CRITICAL LINK BETWEEN 
PRODUCTIVITY AND TRAINING AND CURRENT 
SYSTEM FAILURE TO ENCOURAGE INVESTMENT 
IN TRAINING AND OTHER MEANINGFUL 
READJUSTMENT ASSISTANCE. THESE INCLUDE 
JOB SEARCH ASSISTANCE. JOB DEVELOPMENT . 
COUNSELLING . RELOCATION ASSISTANCE AND 
LABOR MARKET INFORMATION AS WELL AS 
TRAINING. 
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IF THE U.S IS TO KEEP PACE WITH THE 
VELOCITY OF ECONOMIC CHANGE -EVEN SET 
JT- THEN IT MUST BE PRPARED TO HELP ITS 
WORKERS ADAPT T^ CHANGING ECONOMIC 
THREATS AND OPPORTUNITIES. HOW WELL 
AND AT WHAT PACE THIS IS DONE WILL IN 
LARGE MEASURE DETERMINE HOW WELL AND 
AT WHAT PACE THE U.S. WILL BE ABLE TO 
STRENGTHEN ITS OVERALL ECONOMIC 
COMPETITIVENESS. 

Ms. Oakar. Thank you very much. 

You know, one of the reasons you were invited is that we are 
very aware, the Northeast-Midwest Coalition and the chair, that 
the State, of Delaware has one of the best programs in the country. 
It is a credit to you and all who work with that program. 

You do have—I think you have touched on thLs—a voucher-basfed 
training program using a form of the principle of ITA. Do you 
think it is effective, and has your experience been agbod one? 

Mr. Carev. Yes. I think when we entered into this pi^ogram 2 
years agq we all were operating under the assumption that all dis- 
located workers needed to be retrained for new skills. That has not 
borne out to be the case at all. In fact, approximately 75 percent of 
our dislocated workers did not need to be retrained to secure new 
employment opportunities. ' Rather, they needed counseling, job 
search assistance, and job development assistance — underscoring 
the need to expand the definition of training to incorporate those 
very critical elements in the readjustment process. 

The second interesting piece of our voucher-based program in 
Delaware was that we set up a sophisticated evaluation system to 
monitor a control group, as well as our participating populationv 
We found that after the program was over the control group, those 
people who did not receive services, did almost as well as those 
people who received training and rea<iju8tment assistance. 

That obviously was a major disappointment to me after having 
bragged about this program to several State legislators for a long 
time. But I think it is something that should be considered as we 
approach the concept of individual training accounts and whether 
we, in fact, are running the risk of, in fact, encouraging career 
change at great expense when career change may not be necessary 
to secure a new employment opportunity in the work force. 

Ms. Oakar. Well, thank you very much for your fine testimony. 
We wish you well in the future— and your comments on ITA, in 
particular. 

This concludes the subcommittee hearing. 

[Whereupon, at 12:40 p.m., the subcommittee was adjourned, to 
reconvene subject to the call of the Chair.] 
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I. INTRODUCTION 

In his classic hook, American Capitalism,^ John Kenneth Gal- 
braith argued that concentrations of economic power are not the 
social evil that antitrust advocates had traditionally believed them 
to be. Countervailing power» not classical competition, he said, 
was the instrument for keeping concentrated power in check.2 

The actual or real restraints on a flrm*s market power are, ac- 
cording to Galbraith, vested not in its competitors but in its cus- 
tomers and suppliers; they are imposed not from the same side, 
but from the opposite side of the market. Thus» '"private economic 
. power is held in check by the countervailing power of those who 
are subject to it. The first begets the second."^ A monopoly on one 
side of the market offers ah inducement to both suppliers and cus- 
tomers to develop the power with which they can defend thehm- 
selves against exploitation. Thesis gives rise to antithesis, and 
there emerges a system of checks and balances which makes the 
economy as a whole workable, a modus operandi which lends sta- 
bility to American capitalism. Most irrtportantly, this system of 
checks and balances relieves the government of its obligation— im- 
posed by the now antiquated antitrust laws — to launch any frontal 
attack on concentrated economic power. No longer need the gov- 
ernment be concerned about the decline of competition or the 
sparsity of sellers in a particular market. Countervailing power 
can be relied on to eliminate the danger of any long run exploita- 
tion by a private economic power bloc. ' * 

Put differently, countervailing power operates primarily 
through the creation of bilateral monopoly and/or oligopoly situa- 
tions. A monopoly on one side of the market finds^its power neu- 
tralized by the appearance of a monopoly on the other side of the 
market. Thus, a system of checks and balances is built on the 
foundation of bilateral power concentrations. 

Galbraith cites the labor market as an area where the operation 
of countervailing power can be observed with the greatest clarity, 
for it is in the labor market that giant unions bargain on a national, 
industry-wide scale against groups of employers acting jointly 
either through a trade association or an informal ad hoc bargaining 
committee^** Galbraith sees countervailing power at work in highly 



1. J.K. Gaijjraith. American Capitausm: Thk CoNCKPt Of CouN*rKHVAiUNc; 
PowKK (1952). 

2. For early critiques of Galbraith's theory, see generally Adams, Competition, 
Monopoly, and Countervailing Power, 67 Q.J. Econs. 469 (1953); Schwartz, 
Book Rerieu\ bTHakv. L. Rkv. 915 (1968); Stigler, The Economist Plays With 
mors. 44 A. EcoN. Rev. 7 (1954). 

:i. J. GAUiHAiTH, supra note 1, at 118. 
4. Id. at no. 
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' concentrated industries like the steel, rubber, and autonfiobile 
manufacturing industries, and points: out that **(nlot Only Jhas'the . 
strength of the corporations in these ii>^ustries m,ade it necessary 
for workers to develop (the protection oi countervailing power, it 
has provided unions with the opportunity for getting something 
more as well. If successful they could share in the fruits of the 
corporation's mai*ket power."5 Thus, Galbraith justifies bilateral 
monopoly in the labor market because it prevents unilateral ex- 
ploitation, while simultaneously allowing one monopolist to share , 
in whatever exorbitant gains may accrue to the other. 

But^hilateral monopoly in the labor market has fiuther conse- 
quence^ According to pure economic theory, this type of market 
structure is characterized by what Heinrich von Stackelberg aptly 
called Gleichgewichtslosigkeit—Sin incapacity to achieve a stabje 
equilib num.^ The inherent and irreconcilable conflict between the ^ 
bilaterhi monopolists can be rationally resolved (in the best inter-/" 
est of both parties) only if th^y agree to enter into a vertical combi- 
nation or conspiracy. Such coalestence, of course, represents a 
compromise — a case of mutual forbearance — in order to achieve 
joint profit maximization. And, says Stackelberg, profits will be 
maximized for the bilateral monopolists if, for example, in labor- 
. management confrontations, the employer (a monopsonist in the 
Vdbor market) enjoys a monopoly in the safe of his products."^ In 
other words, market control or mafket dominance in the product 
TOarkot serves not only the best interests of management but also 
the best interests of labor. Hence, a bilateral monopoly situation 
naturally militates toward coalescence of power between manage- 
ment and labor, not antagonism or countervailance of powef. 

Understandably, this insight (which is neither profound nor es- 
oteric) was used by the exponents of industrial cartels as a prime 
argument to persuade workers that cartels were in labor^s best in- 
terests. Robert Liefmarin, for example, pointed out that cartels 
were in a better position than competitive firms to grant wajge in- 
- creases, because they could pass the resulting cost increases on to 
consumers in the form of higher prices: ' 



5 Id. af 122. In fairness to Galbraith. it must be noted that he recognizes infla- 
tionary periods as special situations in which countervailing power tends to 
be ineffective. 

6. H. STACKKLHKRi. Marktfxjrm Und Gueichuewicot (1934). 

7 Id. at 100: ("Eme ErhOhung des gemeinsames Gewinnes kommt hier nor 
dann zustande. wenn der Nachfrager des bilateralen Monopols zugleich Uber 
em einfaches AngebotSnionopol auf dem Markte seiner Produkte verfug^ 
Translated, this passage states: an increase in the joint profit becomes possi- 
ble only if the buyer in the bilateral monopoly situation also enjoys a monop- 
oly over the product which he sells.). 
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Where the Arms are in a cartel, they are more inclined to concede the 
workers higher wages than in a state of free competition, because they 
find it easier to pass the increased costs on to their customers by chargwig 
higher prices. The workers will therefore, generally speaking, ftnd it eas- 
ier to impose higher wages upon organized firms, and it is in theif pojver. 
at least if they can form strong trade unions, to demand wages increasing 
with the cartel's prices, i.e., a **slidiny wage-scale 

Thus, said Uefmann, market dominance and market control (i»e., 
cartels and monopolies) were in the best interests of labor as well 
as management, because the greater^ the market control the more 
ample the fruits to be shared through a system of vertical 
cooperation. 

The cons&quence of such cooperation from the viewpoint of the 
public interest \^ of course, another matter. In a prescient article 
writt«?n in 1890, Alfred Marshall observed that traditionally the 
public was protected by labor-management antagonism,^ Employ- 
ers and employed "have seldom worked together systematically to 
sacrifice the interests of the public to their own, by lessening the 
supply of their services or goods, and thus raising their price artifi- 
cially. But," Marshall added:, 

there are signs of a desire to arrange firm compacts between combinations 
of employers on the one side and of employees on the other to restrict 
production. Such compacts may become a grievous danger to the public 
in those trades in which there is little effective competition from foreign 
producers; a danger so great that if these compacts cannot be bent by pub- 
lic opinion they may, have to be broken up by public force. 

In short, the absence of effective competition in product markets, 
when combined with vertical collusion between management and 
labor— whether tacit or overt — poses a central problem for piAlic 
policy. Countervailing power is not a worthy substitute for* anti- 
trust policy, because countervailing p6wer tends to be subverted 
by coalescing power and thus makes the problem of controlling 
market power more intractable than ever. 

In this Article, we propose to test Galbraith's countervailing 
power thesis by examining labor-management conduct in four dif- 
ferent markei situations. Two of our case studies will deal with 
"regulated" industries and two with industries in the '"private" sec- 
tor. We shull demonstrate that in all four cases, coalescing power 
rather than countervailing power is systematically created and 
maintained; that this conduct constitutes a form of tacii Vi^rtical 
collusion; that a central objective of this collusion is the suppres- 
sion of competition in relevant product markets in order to immu- 
nize cost-price escalation by labor and management from an 
autonomous, exogenous control mechanism-, and that the result of 

8. R. ;^KFMANN. Caktkijs, CoNCEKiis. And Trusts 80 (1927). 

9. MfciMCJKiALs Of AiJJ*REi) Marshau,. (A.C. Pigou ed. 1956). 
10. Id. at 288-89. 
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the exercise of t1iis coalescing power has been to fuel a pervasive 
'.ost-price-cost spiral which has adversely affected macrostabiliza- 
tion policies in the United States — and, indeed, in the leading in- 
dustrial nations of the western world. 

II. THE REGULATED SECTOR 

Governmental regulation of industry, as originally conceived, 
was to be both a supplement to and substitute for cornpetition. It 
was to be applied in those industries where the cost of entry was 
so great or the duplication of facilities so wasteful that some de: 
gree of monopoly was considered unavoidable. Here, the visible 
hand of public regulation was to replace the invisible hand envi- 
sioned by Adam Smith in order to protect consumers against ex- 
tortionate charges, restriction of output, deterioration of service, 
and unfair discrimination. This was the rationale of the Interstate 
Commerce Act of 1887. 

This regulatory concept, however, was first eroded anc' then ex- 
tended. The regulatees themselves came to recogiiize that the bet- 
ter part of udsdom was not to aboUsh regulation but to utilize it. 
Gradually, the public utility concept-was transformed from con- 
sumer oriented, to industry oriented regulation. By a process so 
brilliantly analyzed by Horace Gray, 

the policy of state^created, state^protected monopoly became firmly estab- 
. lished over a significant portion of the economy and became the keystone 
of modem public utility regulation. Henceforth, the public utility status 
was to be the haven of refuge for all aspiring monopolists who found it too 
difficult* too costly, or too precarious to secure and maintain monopoly by 
private action aJone. Their future prosperity would be assured if only they 
could induce government to grant them monopoly power and to protect 
them against interlopers, provided always^^'of course, that government did 
not exact too high a price for its favo/s in the form of restrictive 
regulation. 12 

Business interests gradually began to appreciate the virtues of 
public utility status and to embrace government regulation as an 
instrument of protection from competition. As early as 1892, five 
years after Congress had passed the Interstate Commerce Act, 
Richard Olney, a former director of several railroad companies and 
U.S. Attorney General, stated the proregulation position with 
Machiavellian clarity. In a letter to his old friend' Charles E. Per- 
kins, president of the Chicago, Burlington & Quincy Railroad, who 
had implored Olney to spearhead a drive to repeal the Interstate 
Commerce Act, Olney wrote as follows: 

11. Ch. 104, 24 Stat. 379 (1887) (discussed in W. Adams & H.M. Gray. Monopoly 
IN America 43-47 (1955)). 

12. Gray. The Passing of the Public Utility Concept, 16 J. Land & Pub. Util. Econ, 
8 (1940). 
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My impression would be that looking at the matter from a railroad point of 
view exclusively it would not be a wise thing to undertake .... The at- 
tempt would not be likely to succeed; if it did not succeed, and were made 
on the ground of inefficiency and uselessness of the Commission, the re- 
sult would very probably be giving it the power it now lacks. The Commis- 
sion, as its functions have now been limited by the courts, is, or can be 
made, of great use to the railroads. It satisfies the popular clamor for a 
government supervision of the railroads, at the same time that that super- 
vision is almo^ entirely nominal Further, the older such a commission 
gets to be, the more inclined it will be found to take the business and rail* 
road view of things. It thus becomes a sort of barrier between the railroad 
corporations and the people and a sort of protection against hasty and 
crude legislation hostile to railroad interests .... The part of wisdom is 
not to destroy the Commission, but to utilize it.I^ 

By 1940, protectionism by regulation had become both a popu- 
lar and respectable governmental control mechanism. Independ- 
ent regulatory commissions had been entrusted with the oversight 
of motor carriers, inland waterways, airlines, communications, and 
natural gas — despite the fact that some of these industries hardly 
conformed to the structural prototype of ''natural" monopolies. 



13. Letter from Richard Olney to Charles E. Perkins (Feb. 16, 1893) quoted in M. 
JosEPHsoN, The Pouncos 526 (1938). Perceptive business headers in the pri- 
vate sector also recognized th^t regulatiqn was an admirable protectionist de- 
vice which would^arantee an escape frotti competition. Thus, in 1911, when 
the U.S. Steel Corporation came under antitrust attack, its president, Elbert 
Gary, proposed governmental regulation of the industry as an alternative to 
the cruelty of control by competition. In testimony before a congressional 
committee, Judge Gary stated the case for regulation with undisguised 



I re.-^lize as fully, I think, as this committee that it is very important to 
consiiJ^r how the people shall be protected against imposition or op- 
pression as the possible result of great aggregations of capital, 
whether in the possession of corporations or individuals. I believe 
that is a very important question, and personally I believe that the 
Sherman Act does not meet and will never fully prevent that. I be- 
lieve we must come to enforced publicity and governmental control, 
. . . even as to prices, and. so far as I am concerned, speaking for our 
company, so far as I have the right, I would be very glad if we had 
some place where we could go, to a responsible governmental author- 
ity, and say to them. "Here are our facts and figures, here is our prop- 
erty, here our cost of production; now you tell us what we have the 
nght to do and what prices we have right ^o chaige." I know this is a 
very extreme view, and I know that the railroads objected to it for a 
long time: but whether the standpoint of making the most money is 
concerned or not. whether it is the wise thing, I believe it is the nee* 
essary thing, and it seems to me corporations have no right to diSi'e- 
gard these public questions and these public interests. 
U.S. Stkki. CoRPOKyvnoN; Hkarings before the House Comm. on the Inves- 
Ti(;A*n(»N OK TOE U.S. Steei. CoRPORA'noN. vol. 3. at 79 (1911). 
"Your position |then|." said Congressman Littleton of the committee. 
that cooperation is bound to take the place of competition and that coopera- 
tion requires stnct governmental supervision?" Id. 

That IS a very good statement," replied the judge, id. 
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"Public convenience and necessity," not the dictates of the com- 
petitive market, had become the standard for determining entry, 
rates, and quality of service. Most important, this great transfor- 
mation had been accomplished — not over the objection of business 
interests, but with their approval and (sometimes enthusiastic) 
support. ^4 

Eventually, experience with regulation revealed what public in- 
terest advocates had long ago predicted. An accumulation of em- 
pirical evidence indicated that regulation in some industries was 
not a device to protect consumers from exploitation but to protect 
vested interests from competition. At the hands of some regula- 
tory commissions, the power to license had become the power to 
exclude; control over rates had turned into an instrument of price 
supports; and authority over mergers had become a mechanism for 
fostering industry concentration's The regulatory commissions, 
according to former chairman of the Federal Trade Commission 
(FTC), Lewis Engman (a republican appointee serving during the 
Nixon Administration), had transmuted the industries under their 
jurisdiction into '^federal protectorates, living in the cozy world of 
cost-plus, safely protected from the ugly spectres of competition, 
efficiency, and innovation/'^^ jn short, under the aegis of the ''in- 
dependent** commissions, regulation was essentially a neo-mer- 
cantilist device of protectionism in which industry, labor, and 
government regulators had an abiding interest — to the detriment 
of the general public. 

When these criticisms reached crescendo proportions, the drive 
for deregulation — particularly, in airlines and trucking — ^gathered 
force and became a palatable political issue both in the White 
House and the Congress. Commissioners committed to adminis- 
trative deregulation were appointed tc the agencies, and deregula- 
tion bills found increasing support in Congress. i« And this set the 

14. See. e.g. . G. Kolko, RAiiJiOAUS And Rkgulation; 1877-1916 (1965); G. Kolko, 
Thy. Thiumph Of CoNStRVA'nsM (1963). 

15 Adams. The Role of Competition in the Regulated Industries. 48 A. EcoN. Rkv. 
527 ( 1958). See also Schwartz, Legal Resmction of Competition in the Regu- 
lated Industries 67 Hahv. L. Rkv. 436 (1954). 

16. Address by L. Engman to the Financial Analysts Federation, in Detroit, Mich- 
igan (Oct. 7. 1974). 

17. See, e.g.. Federal Restraints on Competition in the Trucking Industry: Anti- 
trust Immunity and Economic Regulations, Report of the Senate Comm. on 
the Judiciary. 96th Cong.. 2d Sess. (1980) [hereinafter cited as Kennedy Re- 
port (1980)|; Citnl Aeronautics Board Practices and Procedures: Report of 
Subcomm. on Administrative Practices and Procedure of the Senate Comm. 
on the Judiciary, 94th Cong., 1st Sess. (1975) [hereinafter c^ted as Kennedy 
Report (1975)|. 

18. See.e.g.,Aination Regulatory Reform: Hearings on H.R. 11.145 Before the Sub- 
comm. on Ainatton of the House Comm. on PubUc Works and Transport, 95th 
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stage for the virulent opposition by business regulatees and organ- 
ized labor to deregulation, demonstrating the operation of coalesc- 
ing power and tacit vertical collusion chronicled in this section. 

A. Airlines 

■ The Civil Aeronautics Act oA938i9 was passed with the dual 
objective of promoting the growth of aviation while maintaining 
sufficiently low fares to allow the public access to air travel. The 
nevyly created Civil Aeronautics Board (CAB) was entrusted with 
the regulation of the airline industry and equipped with three ba- 
sic powers; (1) the entry power the power to grant or to d^ny "cer- 
tificates of public convenience and necessity," which an airline 
would be required to obtain in order to fly interstate; (2) the rate' 
power: the authority to suspend or to set air fares; ajid (3) the an- 
titrust power: the pv:>wer to approve (or disapprove) agreements 
among airlineSj with approval conferring immunity from the anti- 
trust laws.2o In addition, the Board was given certain subsidiary 
powers, including the power to authorize mergers, the power to ad- 
minister a subsidy, the power to regulate certain peripheral mat- 
ters of airline service (e.g., baggage liability, tariff quotations, 
discrimination), and the power to enforce its own regulations.21 

In practice, however, regulation did not prove to be a felicitous 
experiment in economic statecraft and fell short of achievyig the 
ostensible objectives of the 1938 legislation. Thus, the Senate Sub- 
committee on Administrative Practices and Procedures found that, 
u.ider the CAE's control, "entry into the industry has been effec- 
tively blocked."22 According to the Committee: 

The present 10 domostic trunk carriers directly descend from the 16 in 
business in 1938; the nine existing local service carriers descend from 19 
airlines allowed to provide local service directly after World War II. No 
new domestic mmkline has ever been authorized, and only one new local- 
service carrier has been authorized since 1950.23 

Although the industry "is potentially highly competitive," the 
Committee further found that: 

jRlegulation discourages the airlines from competing in price and virtu- 
ally forecloses rew firms from entering the industry. The result is high 
fares and securiiv for existing firms. But the result does not mean high 
profits. Instead thv.- airbn|S— prevented from competing in price— simply 
channel their competiti'^encrgies toward costlier service: more fiights. 
more planes, more frills. Thus, the skies are filled with gourmet meals and 

Cong.. 2d Sess. 122-86 (1978) (testimony of Alfred E. Kahn. Chairman. Civil 
Aeronautics Board). 

19. Ch, 601. 52 Stat. 973 (1938). 

20. Kennedy Report (1915). supra note 17, at 2. 

21. Id. 

22. Id. at 6. « 
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Polynesian pubs; scheduled air service is frequent. Yet planes fly across 
the continent more than half empty. And fares are "sky high. "24 

The Committee concluded that **Board regulation has not effec- 
tively brought about the low-fare service that is technically feasi- 
ble and that consumers desire," that **(a|ir service can be made 
available to the American public at significantly lower prices," and 
that "[ijncreased competition is likely to bring about the provision 
of such service."25 

When a series of bills were introduced in the late 1970's to pro- 
mote the public interest by deregulating the industry, airline man- 
agement and organized labor launched a joint offensive to preserve 
the regulatory status quo and its immunity from effective competi- 
tion. Their remarkably parallel, multipronged attack on deregula- 
tion was a dramatic illustration of coalescing power in action. 

/. Deterioration of Service for Smaller Communities 

A majs>r argument made by airline management and labor 
against deregulation was that increased competition would cause 
severe deterioration of air service to small- and medium-sized 
communities across the country. They argued that with free entry 
and exit, airhnes would concentrate on the most densely travelled 
(i.e., th& most lucrative) routes between major metropolitan areas. 
Competition in these corridors, in turn, would eliminate the excess 
profits required to subsidize service to other smaller communities. 
Thus, they argued, hundreds of communities would suffer from a 
reduction in (or complete elimination of) air service along with an 
increase in fares, thereby creating bleak prospects for further eco- 
nomic growth and development, given the importance of air serv- 
ice in modern society. 

As uncontrolled, profit-maximizing carriers focused upon the 
most lucrative, highest-density markets. Continental Airlines pjr- 
gued, their "marginal markets, namely shorter-haul and lower- 
density markets . . . are bound to suffer."2ti **in this tiial by fire," a 
United spokesman added, 'the small cities and marginal segments 
will be burned."27 Nor would the victimj of the portended mael- 

24. Id. at 3. 

25. Id. at 19. 

26. AiHatiori Regulatory Reform: Hearings on H.R. 8813 Before the Suhcomni. on 
A nation of the House Comm. on Public Works and Transportation t 95th 
Cong., Isi Sess., pt. 2, 1835 (1977) (statenient of Contint^ntal Airlines 
presented by Lee M. Hydeman, Counsel) | hereinafter cited as Anderson 
Hearings (1977)|. 

27. Regulatory Reforr^x in Air Transportation: Heanngs on S. 2551, S. 3364, and S. 
3536 Before the Suhcomm. on Amotion of the Senate Comm. on Commerce 
94th Cong., 2d Sess. 538 (1976) (statement of Edward K. Carlson, Chairman 
and Chief Executive Officer, United Airhne.r) (hereinafter cited as Cannoti 
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Strom be limited to the smallest communities: **Any legislation 
that allows the more lucrative branches from the airline tree to be 
snipped off," Mr. Borman argued on behalf of Eastern Airlines, ''is 
going to result in a severe impact on Nashville and Raleigh/Dur- 
ham and in medium-sized cities in this country/'^s Speaking for all 
major airline carriers, the Air Transport Association (ATA) con- 
cluded that only a handful of major cities would continue to be 
served adequately, ''Accordingly, the real choice to be made," the 
ATA warned, "is between either a continuation of the extensive air 
network we have today,, with constantly improving service to all 
segments of the public, or a concentration of operations in the high 
density air markets, with an accompanying reduction of services to 
the smaller, less productive markets."29 

Organized labor was in complete agreement with the position 
taken by airline management. The Airline Pilots Association 
argued: 

It doesn't tak'» much imagination to visualize what protit-oriented airline 
managements would do in a liberalized entry environment. The opportu- 
nity to get into the more lucrative, high-population markets would be too 
much for most airline marketing executives to resist. . . . The unfortu- 
nate consequence of this development would be . . .a reduction or loss of 
service now enjoyed by the smaller cities of America whose traffic-gener- 
ating potential is limited . . . .'^^ 

Hearings (1976)). United subsequently reversed its position on this and 
other points of opposition to deregulation by carriers. On the alleged small 
City problems, for example, United later testified as follows: 

Some have said that carriers will tend to reduce service to some 
eities and shift airplanes to more lucrative markets. This argument 
IS also disprovcn by the facts. The levels of servica provided under 
current regulation to most communities is substantially above what 
regulation requires. Most service is provided because it is profitable. 
I can tell vou that United Airlines will not reduce existing profilable 
operations to gamble on proposed operations that might be profita- 
ble. 

We believe that fears of abandonment are generally exaf^gerated. 
C'ertainly. bv way of comparision. existing law has not insulated 
.small cities/According to our data. 143 small cities have lost sched- 
uled service since 19(j7. 

Anderson Hearings (U)77) .supra note 26, 13H4-6t] (statement of Ruhard J. 

Ferns. President.' United Airlines). 
'JlH. Rvfnryn of the Kconornic Regulation of Air Carriers: Hearings Before (he Sub- 

a^nim. nn Aniatwn of the House Comm. on Public Works and Traru^portadon. 

■Mih Cnn^.. 2d Sess. 48G (1976) (testimony of Frank Borman, President and 

Chief Kxecuiive Officer. Plastern Airlines) (hereinafter cited as Anderson ^ 

fieanngs (I97f))|. 

Cannon Hearings ( 197H) supra note 27. at 1009 (statement of Paul Ignatius, 
President. Air transport Association). 
.'{0. Kemark.s bv J. O'Donnell. F>resident. Air Line Pilots Association, before the 
National Democratic Platfonn Committee 8 ( 1976) | hereinafter cited as Dem- 
nrraiw Platfonn Address]. 
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The Airline Clerks concurred: ••It is obvious that airlines will have 
to concentrate on the major population centers in order to survive. 
If they direct their resources to these population centers, smaller 
communities which are not profitable will eventually be dropped 
or at the least, service to those cities will be greatly curtailed."^^ 
Similarly, the Executive Council of the AFLrCIO concluded that 
deregulation would ^•threaten air service to many smaller cities."^^ 
Ultimately, as the Air Transport Association argued, the dereg- 
ulation of air service would discourage economic development of 
small- and medium-sized communities while limiting the access of 
residents in these areas to the world.^^ The Airline Pilots con- 
curred: •^A city in today's world without adequate air service is in 
the same dire shape as one without rail service 50 years ago. It is 
isolated and dying."34 

2, Competition Would Be Wasteful and Inefficient 

A second line of attack on deregulation was that it would en- 
courage wasteful excess capacity and fuel consuniption as more 
carriers competed for the same traffic. Paradoxically, management 
and labor argued, deregulation would result in higher— not 
lower— fares. In making this argument, each group impugned the 
relevance of infrostate airfares, which are considered to be beyond 
the reach of CAB authority and which are thirty-five to fifty per- 
cent lower than regulated fares on comparable interstate flights, as 
an index of '^reasonableness." 

''In our view/' said a spokesman for Continental Airlines, 

merely letting existing earners roann freely in the nnarket place is likely to 
lead to wasteful connpetition, since we believe that new entry will be in 
medium-haul. high-density markets already well served and that new en- 
try m those markets will simply result in unneeded capacity at times of 
day duplicating existing service . . . . [SJuch excess capacity is bound to 

31. Regulatory Reform in Air Transportation: Hearings on S. 292 and S. 689 
Before the Subcomm. on Atnation of the Senate Comm. on Commerce, Science, 
and Transportation, 95th Cong.. 1st Sess.. pt. 3. 1324 (1977) (statement of Al- 
len W. McCauley. Director. Air Transport Division, Brotherhood of Airline 
Clerks) {hereinafter cited as Cannon Hearings (1977)]. 

32 Id. at 1322 (statement of AFL-CIO Executive Council). 

33. Cannon Hearings (I9'i6). supra note 27. at 1014 (statement of Paul R. Igna- 
tius. President. Air Transport Association). See also Oversight of Civil Aero- 
nautics Board Practices and Procedures: Hearings Before the Subcomm. on 
Administrative Practice and Procedure of the Senate Comm. on the Judiciary, 
94lh Cong.. 1st Sess. 585 (1975) (prepared statement of Harvey J. Wexler. Se- 
nior Vice President. Continental Airlines) [hereinafter cited as Kennedy 
Hearings (1975)). 

34 Democratic Platform Address, supra note 30. at 8. See also Cannon Hearings 
supra note 27. at 1271 (statement of Francis A. O'Connell. Legislative 
Director. Transport Workers Union). 
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be counterproductive. It will lead ^ to pressure for higher, not lower, 
prices.35 ' 

Or, as a TWA representative put it, "(tjhe more competition that 
exists, the more capacity is brought into the market to slice the pie 
into smaller pieces."36 Equally wasteful, according to Braniff, 
would be the impact upon fuel consumption: "If you are for free 
entry to add more airlines, you have to disregard fuel conservation. 
Fuel consumption will soar as more airlines burn up the skies 
fighting for shares of the existing travel market/'^^ 

Likewise, labor spokesmen testilKd that "it is almost certain 
that load factors will not be increased to any significant extent;**38 
therefore, '*wasteful excess capacity in major air travel markets" 
would be a likely consequence of free entry.^^ Also, the Airhne 
Clerks asked, "how can we in jood conscience propose legislation 
of this type which would pronr.ote additional consumption of pre- 
cious energy!?] "40 

Both groups attacked the relevance of significantly lower fares 
charged by intrastate carriers free of CAB regulation as indicative 
of the likely effects of nationwide deregulation. The Air Transport 
Association claimed the intrastate and interstate systems to be 
^'fundamentally different" and, therefore, incomparable on a 
number of grounds: intrastate carriers frequently operate under 
monopoly conditions; intrastate carriers concentrate on high den- 
sity routes; California and Texas are uniquely blessed with 
favorable weather conditions; short hauls permit fewer cabin 
amenities and thus more seating; costly overnight crew arrange- 
ments are avoided; ticketing, reservation and baggage handling ai*e 
simplified; and maximum utilization of equipment is possible.**^ 
Similarly, a union spokesman argued that intrastate conditions 

35. Anderson Hearings (1977), supra note 26, at 1835 (statement of Continental 
Airlines presented by Lee M. Hydeman, Counsel). 

36. Cannon Hearings (1976), supra note 27. at 658 (statement of Charles C Til- 
linghast, Jr.. Chairman and Chief Executive Officer. Trans World Airlines). 
"If you want to get low fares/' Mr. Maytag, the president of National Airlines, 
remarked, "the ideal way to do it is have one airline and you can schedule 
perfectly for the whole United States. You can schedule for peak periods. 
You can fill your airplanes up. Schedule them for the proper times. Please 
don't understand that I am suggesting this kind of thing," he hastened to add. 
Cannon hearings {1911), supra note 31, at 1224. 

37. Cannon Hearings ( 1977), Jt^pra note 31. at 1216 (statement of Harding L. Law- 
rence. Chairman and President, BranifT Airways). 

38. Cannon Hearings (1976). supra note 27, at 839 (statement of John J. 
O'Donnell, President, Air Line Pilots Association). 

39. Anderson Hearings (1077), supra note 26, at 1584 (statement of John J. 
O'Donnell, President, Air Line Pilots Association International). 

40. Cannon Hearings (1911). supra note 31, pt. 3. at 1325 (statement of Allen W. 
McCauley, Director, Air Transport Division, Brotherhood of Airline Clerks). 

41. Cannon Hearings (1916), supra note 27, at 101 M2 (statement of Paul R.Igna- 
tius. Air Transport Association). 
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"are not and cannot be duplicated" in interstate markets owing to 
unique circumstances.** 

3. Industry Chaos 

A third argument against deregulation was that it would usher 
in a state ofabject chlos. Absent the stabUity of route and rate 
S^latio^^^^^^ and management argued, the frequency pnce 
Tnd availability of . service would fluctuate violently and 

""^WouSthe^ be prepared the president of WA asked 

rhetorically, '^or the rise and fall of airlme P^F^^'J?!?®"^"!?" 
varices in supply/demand relationships at different times in var- 
i^smt^V^i^^^ '"^e pubUc," according to Continental Au-lines, 
"wouS be left with gre^at uncertainty as to the avaUabUity o^: a^ 
service by any particular carrier or in any given market. In 
IhSi Continental concluded, "(tlhe situation for the travelling 
public and shippers is Ukely to be chaotic. « _,„^^nt 
SDokesmen for organized labor agreed with the assessment 
madrby Sinental.^^^ Transport Workers Union, for example, 
warned of the widespread confusion that would follow in the ad- 
vem o1 governmental deregulation: "Fares will Auctuat^^^^^^ 
schedules can and will be altered on whim or changing de- 
mand, thereby stranding business passengers and ^^^^^^'^ f^ds^ 
Airline flight crews will not know one aay to the next when tney 
^ fly. to where and for whom.-^e The Machinists were content in 
JlJJeir testimony to rely upon remarks by management that deregu- 

"4277Z;r8S7si^i^iii^^ ^«t°1572 ('stale". 

• . on ^scissions with and the testimony ,«.ir»'"%?:.«"««7;"hi^ 

Scheri soeakine for the Machinists, rested his conclusions in ^^'^ reg*ra on 
fafR^Wtrht coUe'agues "plus -any management^eople -r^s th s c 

^J^J^:rS^:^^^ Sr^xar inter- 

« iTle^H^^Z^-^^h supra note 33. at 585 (statement of Harv.y J. Wex- 
ferrSeJarCannSaX (1976). «.pra note 27 at 1015 (statement of 

4e ^r^;:^X^^^T^ - - 

aConnell. Legislative Director. Transport Workers Union). 
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lation would be tantamount to **anarchy" and would cause "chaos 
instead of an orderly system of air s^prvice,"^? while the Airline Pi- 
lots Associ^^.tion warned that regulatory control "is the glue which 
holds the network of interconnecting air transport services to- 
gether so it can function in the pUblic interest."^ 

4. Preo ation, Concentrationi and Control 

A fourth argument against/deregulation was that it would per* 
mit the largest airlines to preaatorily price other carriers out of the 
industry. This, it was claimyd, would lead to increased concentra- 
tion and control in the hands of a few, powerful firms which y/ould 
then be able to raise rate^ The paradox, management and labor 
once again^argued, was that deregulation wdtild result in less com- 
petition, higher fares, and would eventually lead to demands for 
re-r^gulation— -or worse/ nationalization—of the industry, 

"In my view," the president of one carriec testified, '^freedom of 
entry, exit and pricing^would enable the major carriers to dominate 
all of the larger lucrative air transportation markets* Their sub- 
stantially greater capital resources alone would bring this about in 
the absence of the route protection afforded by the existing certifi- 
cate of public conyenience and necessity."^^ "If you eliminate dif- 
ferences betwee^i airlines in routes and prices as well as 
equipment,'* according "to another airline president, '*then market- 
ing success becomes a Simple question of size. The small airlines 
will not havenhe market identity, route strength and financial 
power. .1 repeat marketing success will simply become a function 
of size/'^<> Not only is aviation "a highly predatory business," a 
spokesman for Western Airlines testified, it is surrounded by "a 
group of predatory opportunists,"^! Another carrier saw concen- 
tration evolving from mergers between carriers; 

The efficient medium-sized trunk and regional carriers will be stripped 
of all security in the markets they have developed and serve. Thev will be 
forced to merge ,with the larger carriers on terms di 'ated by the giants. 

As a result, within a few years, the United ^ es will have fewer 



47. Anderson Hearings (1911), supra note 26, pt. 1, at 1017 (testimony of Louis 
Schroeder, Assistant General Chairman, District Lodge 141, International As- 
sociation of Machinists). 

48. Id, at 1584 (statement of John J. 0*Donnell. President, Air Line Pilots Associ- 
ation International). 

49. Cannon Hearings (1976). supra note 27. at 792 (statement of Edwin I. 
Colodhy. President and Chief Executive Officer, Allegheny Airlines). 

50. Anderson Hearings (1977), supra note 26, at 1636 (statement of Harding L. 
L^wt-ence, Chairman of the Board and Chief Executive Officer. BranifT 
Airways). 

51. Cannon Hearings ( 1977). supra note 31. pt. 2. at 533-34 (testimony of Arthur F. 

. Kelly. Chairman of the Board and Chief Executive Officer. Western Airlines).. 
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trunklines than C^day. Those carriers will be so large and powerful that 
they will each dominate certain U.S. markets. 

Rather than creating a more competitive and healthy environment, this 
legislation will produce a climate designed to favor big airlines. The disap- 
pearance of smaller, carriers— considered to be the industry's most effi- 
cient—will only lead to increasing concentration.^^ 

Inexorably, then, carriers argued that deregulation would eventu- 
ally lead to a *Veak ^controUedVcompetition that usually goes with 
oligopoly resulting in less emphasis on service and low fares/'^^ an 
increased **(ajbility of a few airlines to^dictatQ> the timing and di- 
rection of new aircraft technology resulting in a tendency to limit 
technological innovation/'^* "higher fares and less service/'ss and, 
again- paradoxically, the need "for more regulation, rather than 
less/'se " 

'Representatives of organized labor foresaw the same serious 
oligopolistic consequences. The AFL-CIO, for exann.ple, warned 
that deregulation would ^'encourage cut-throat pricing practices/'s^ 
And, like their managerial counterparts, union spok;?smen argued 
that any reduction in fares following deregulation w.ould be a tem- 
porary phenomenon and a prelude to increased concentration.se 
One labor representative cited the remarks of the former president 
of United Airlines that "[ajfter the dust settled, the big carriers 
would be bigger and the little carriers absent/'^o The Machinists 

52. Id, pt. 3. at 1220 (statement of L.B. Maytag, Chairman of the Board and Chie^ 
Executive Offker. National Airlines). 

53. Id, pt. 2, at 1013 (statement of Francisco A. Lorenzo. Chairman. Association of 
Local Transport Airlines, and President. Texas International Airlines). 

54. Id. ^ 

55.. Cannon Hearings (1976). supra note 27. at 437 (statement^ of Robert F. Six. 
Chairman and Chief Executive Officer, continental Airlines)*. 

56 Cannon Hearings (1977), ^pra note 31. pt. 1. at 472 (statement of C.E. Meyer. 
Jr. Preside^tt and Chief Executive Officer. Trans World Airlines). See also 
Cannon Hearings (1976) supra note 27. at 661 (statement of Charles C. Til- 
linghast. Jr.. Chairman and Chief Executive Officer. Trans World Airlines). 

57. Cannon Hearings ( 1977). ^pra note 31. at 1322 (statement by AFL-CIO Exec- 
utive Council). 

58 Democratic Platform Address, supra note 30. at 9. 

59 Anderson Hearings (1977). supra note 26. pt. K at 1017 (statement of Louis 
Schroeder. Assistant General Chairman. District Lodge 141. International As- 
sociation of Machinists). Labor's reliance on United's initial position proved 
premature when the carrier subsequently recanted: 

Could (deregulation) lead to concentration or domination by United 
or a»y other earner^ Tnere is little evidence of economy of scale in 
U.S. air transportation. Smaller trunks — and widely recognized in- 
trastate commuters — have efficiencies and marketing skills. Nimble 
and smart smaller carriers could really do well in this new 
environment. 

Id. pt. 2* at 1364 (statement of Richard J. Ferris. President* United Airhnes). 
United's **about-face** drew the following response from the vice president of 
TWA. W.D. Slattery: 
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predicted that the eventual result of deregulation would be "any- 
where in the neighborhood of two to three, at the most four, carri- 
ers left in the United States " "a monopolistic airline system 
unable and unwilling to meet the public need or convenience/l^nd 
"the Federal Government being compelled to nationalize the 
industry".«o ^ 

5. Inability to Obtain Capital 

A fifth line of attack against deregulation was that it would crip- 
ple the industry's ability to obtain capital. The security of pro- 
tected route certificaies, labor and management contended, was 
crucial to the airUnes' ability to raise funds on favorable terms. 
Absent such security, the industry would be unable to obtain 
needed capital in private markets. Hence, deregulation could well 
lead to increased dependence upon the public sector arid, in the 
extreme, to nationalization. 

**The foundation of the financial cmdit of the airlines," National 
Airlines warned, "has been the routi^rtificate system. If you re- 
move this credit keystone, the en^mous financial resources 
needed by the airlines will be diverted to better risks."«i **If we 
impair the value of (route certificates) in an industry which is cyc- 
lical by nature," United Airlines claimed early in the hearings, **we 
will create a high degree of risk for financial institutions which 
could bring new investment in the industry to a halt."«2 The even-^ 



We have heard testimony and apparently this is to ease the minds 
of those who are against deregulation, that there are certain airlines 
who have come out for deregulation, and indeed United Airlines has 
testtJfled in favor of deregulation. 

I would suggest that if General Motors were in favor of some 
change in the automotive industnr. every other automotive company 
were against it, we would not find the Government so widely behind 
that particular act. I think the fact that United Airlines is the largest 
airline in the industry, in fact the GM of the airline industry, the fact 
that they are for it should raise caution in everyone's mind 

Jd. pt. 1, at 308. Labor, of course, immediately took up the shibboleth, As one 

spokesman for the Machinists stated: 

(0)ut of all the carriers there is only one carrier, to my knowledge, 
that is backing deregulation, and that is United Airlines. And. like 
Mr. Slattery said, from TWA, beware if United Airlines is backing it. 
And I have to agree with that statement, even though I represent the 
people on that carrier. 

Id. at 335 (testimony of William Scheri. Assistant General Chairman. Interna^ 

tional Association of Machinists and Aerospace Workers). 

60, Anderson Hearings (1977), jupro note 26. pt. 1, at 320-31 (testimony of Wil- 
liam Scheri, Assistant General Chairman, International Association of Ma- 
chinists and Aerospace Workers). 

61, Id, pt. 2, at 2055 (testimony of E.F. Dolanskey. President and Chief Operating 
Officer. National Airlines). 

62, Cannon Hearings (1976). supra note 27. at 535 (statement of Edward E, Carl- 



134 



131 



638 NEBRASKA .LAW REVIEW I Vol. 62:621 

tual outcome, according to Eastern Airlines, would find carriers in- 
creasingly dependent upon the public sector, i.e., nationalization.*'-! 

Labor's position on this issue closely tracked that taken by 
manaeement "Free entry and exit," the Airline f>ilots Association 
wS,Tould have a serious adverse effect on the ab lity of the 
industry to attract capital necessary to fljiance the f velopment of 

new technology "New equipment and new technology, as 

a spokesman for the Airline Clerks explained, 'Require steady reli- 
able sources of capital To introduce the msecunty of unregu- . 

lated competition into this equation would cause our sources of 

son. Chairman anTchief Executive7offlc^r7umted Airlines) Upon reflec 
tion. however. United concluded that the adverse effects of continued 
regulation outweighed any negative impact of deregulation; 

Industry profits experienced over the past 20 years are no longer 
adequate to keep the system going. For almost £wo years Umted s 
senior officers have engaged in pain.staking exammatton and discus- 
sfon of ZsTaramount islue. We have attempted, to the best of our 
aSmv to find a solution within the limits of present regulation My 
Competent a^ who built this large ^nd respected airiine. 

^ould find only partial remedies among all the options avai aWe to- 
dav- Our examination showed us many avenues that are ^va.lable to 
manac-ments of other American firms' to restore adequate earnings 
S?ii S?nce these solutions are not open to us under current rejula- 
tt^n we be|an to consider regulatory change as the instrument to 
\mprZe the outlook for ourcustomers. our shareholders and ou,- em- 

""'"what is wrong with present regulations' In our ^^f^^v^^ '^^'^e 
our regulators have handled the two key questions of pnc ng and en- 
t<^ Under existing regulation there is no . . . '"easoiiable prospect 
that earnings could improve to the point where earners can earn a 
Tte of retuS^ '-hat will restore the credit of our industry and enable it 
;o attract much needed capital. d^v..,„h i 

Anderson Hearings (1977). supra note 26. at 13S2jstatement of Richard J. 
Ff^rris President, United Airlines). , n^^^^r, 

63. CaZon Hearir^gs i 1976). supra note 27. at 598 'statement c FVank Bo -^^^ 
President and Chief Executive Officer. Eastern Air ^-'"^f ^"^;"^i^,^^V: 
Delta argued that oligopolistic concentration would resul from the un.er 
taintv of deregulation and its impact on the supply of capital. - 
If airline routes were msecui-e. either m the sense '^at the au-line 
were not obligated as it is today by the certificate to serve ^ne routes 
over which >ts operations have been found to be "^^f J 
more importantlv^ in the sense that the degree of ''''P^'^'f f /-"Sl'v 
Uon were largely' unpredictable, the airline ^^^^^^ j;,",^^^ "i'f 
ir,.ecure. Ipso facto, the sources of borrowed '""f ^ wou d c«7 up 
al) but the few very strongest earners. ^ilV'rSfl.aToroClssCuld 
in which any significant weakening of the " J'^J^*^, ^Xe ha^s of 
ffi<!ter a drive toward concentration of the industry m mt- .aii 
• only a fet Lge strong air carriers-the very antithesis of what the 

reformers ostensibly seek, , p c MjIu- 

CarLn Heanngs (1977)..vt.pra note 31. pt. 2. 895 (^tatemen of R.b. Mau 

rer. Senior Vice President and General ^^^^^^^^"/nV'^ John J. 

64 Cannon Hearings (1976). supra note 27. at 840 (siattmem 
O-Donnell. President. Air Une Pilots Association). 
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badly needed funds to disappear . . . ."es uke management, labor 
portrayed the eventual outcome as an "airline system resembling 
that of Europe where carriers are owned by the central govern- 
ments."66 "Deregulation", in other words, "could well be the first 
step toward nationalization of the airline industry."^^^ 



Management and labor also opposed deregulation on the 
grounds that it would directly and severely ^harm labor. The 
threat, both groups warned, was two-foW: (1) a massive disloca- 
tion and unemployment of relatively immobile employees as 
routes between smaller communities across the count?^ were, 
eliminated; and (2) the gains of organized labor would be seriousg^ 
undermined as new, lowfcost, nonunionized carriers entereii the 
industry. 

The president oi Eastern Airlines warned that '^thousands of 
jobs are at stake."68 Similarly, a TWA spokesman feared a "se- 
vere" impact upon the industry's 300,000 employees and pointedly 
noted what he interpreted as *the contradiction of espousing fuller 
employment while suppr rting measures that would seriously jeop- 
ardize countless highly hidiled jobs in a vital industry."# Particu- 
larly significant, according to one carrier, *was the imftiobility of 
labor 

A large proportion of the jobs in our industry are associated vsdth a high ' 
degree of specialized skill, acquirpd through complex training and long ex- 
perience. The possibility of ret. ning workers with these skills for em- 
ployment at a comparable level other industries is minimal In any 
meaniQgful sense, their career wi, ad be at an end7^ 



65. Cannon Hearings (1977), supra note 31, pt 4, at 1908 (statement of Ronald H. 
Stou:, System Board 451, Brotherhood of Airline Clerks).' 

66. Anderson Hearings (1911), supra, note 26, pt. 1, at 32' (statement of William 
Scheri, Assistant General Chairman, International Association of 
Machinists). * 

67. Id, See also Cnnnon Hearings (1976), supra note 27, at 1271 (statement of 
Francis A. 0*Connell, Legislative Director. Transport Workers Union). 

68. Anderson Hearings (1976), supra note 28, at 455 {statement of Frank 
Borman). « ^ 

69. Cannon Hearings (1977), supra note 31, pt. 1, at 468, 471 (statement of C.E. 
Meyer, Jr., President and Chief Executive 6fificer, Trans World Airlines). 

70. Id. at 468. See also Cannon Heanfxgs ( 1976), ^pra note 27, at 1014 (statement ^ 
of Paul R. Ignatius, Presidepi. AutfVahsport Association). Here, too. United . 
subsequently reversed course: ' ^ ^ 

Abandonment has also been equated with job loss and is loosely 
used as an argument against regulatory reform. Here, again, we find 
that the argument has no merit, and the facts demonstrate otHerwise. 
Under the Federal Aviation Act and existing regulation our certifi- 
cated industry has been shrinking, not growing. There are now al- 
most 10,000 fewer jobs than there were in 1969. Under those 
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Deregulation, management representatives foreboded, constituted 
a mortal challenge to the very existence of organized labor and the 
gains it had painstakingly made in the past. Said the president and 
f hairman of the board of American Airlines: "The pending propos- 
als would encourage the organization of new au-lmes free from 
many of the constraints contained m current airlines collective 
bargaining agreements. The proposals thus threaten the job secur- 
ity of thousands of airline employees."^^ '^^^ P'ri^^um^"^,"?;! 
operating officer of National Airlines agreed that "(llegislative 
changes would thereby revoke union gains made over the years 
and the president of Texas International Airlines asserted that de- 
regulation "would be an attack on the labor movement m this 

country. "■'^ , . 

Labor of course, concurred with managements assessrnent. 
"I Alu-line deregulation," the Teamsters w -ned, "will lead to long- 
term unemployment, employee dislocation and hardship, lower 
wages, reduced beneflt§ and poorer working conditions for those 
wofkers lucky enough to retain their jobs in the air transportation 
Tdustr^."' The Machinists were convinced that deregulation 
would "throw thousands of skilled and dedicated workers out on 
the streets."75 "As a result of rate wars that would rage in an at- 
mosphere of um-estricted competition," the Airline Clerks con- 
eluded, "there would be fewer airlines surviving and fewer au-line 
members."^« And, like the presidents of air carriers, labor spokes- 
men- feared a direct threat to their organizations: 

I Deregulation! would involve the very real threat of 

duced earnings potential as some earners would eventually be replaced 
b^new or unorganized earners who by the pay nnent of substandard wagos 
'^d benefits and poorer service would • • • l-pel oat the gains gained 
over many years by union members. 

circumstances we find it difficult to understand how '^^^/P^^^^^^J^g 
bill would result in job loss in a business which has already ^^^^"k _ 
Anderson Hearings (1977), supra note 26, at 1366 (statement of Richard J. 
Ferns. President, United Airlines). aiko« v 

71. CaTnon Hearings (1977), supra note 31, at 1396 (stPtement of Alben V. 

12. SSon Hearings (1977), supra note 26, at 2054 (testimony of E.F. 

7:i. CannonXarings (1976), supra note 27, at 510 (statement of FYancisco A. 

74. "^JZn'neanngs ( 1977), supra note 31, pt. 2 at 711 (statement of Frank E. 

Fir/Qimmons General President, Brotherhood of Teamsters). 
75 S. atT324 (sia^ment of John F. Peterpaul, General Vice President, Interna- 

tional Association of Machinists and Aerospace Workers). 
IH ;rat l3K( statement of Allen W. McCauley. Director, Air.Transpon Division, 

MTmT2, (stM^menf oftlen W. McCauley, Director, Air Transport Divi- 
lt.n BroSood oTA^Une Clerks). See also id. at 1333 (statement of John 
J. O'Donnell. President. Air * .e Pilots Association). 
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7. Adverse Impact Upon Related Industries 

Management and labor further attacked deregulation on the 
grounds that it would adversely affect si|ch related fields as aircraft 
manufacturing and airport construction, operation, and financing. 
The financial health of these industries, management and labor 
claimed, depended on the financial well-being of the airline indus- 
try. The instability and financial uncertainty generated by deregu- 
lation of airlines, they argued, would undermine the economic 
viability of aircraft production and airport operations. 

"A healthy airline industry is absolutely essential to the aircraft 
airframe and engine manufacturers," TWA asserted, "|ajnd these 
manufacturers are absolutely essential to our basic economy and 
to our national defense."78 • United, prior to reversing its position 
on deregulation, stated: 

Today United is working closely with Boeing and United Aircraft in the 
design specifications of a new version of the highly successful 727 jet, the 
dash 300, which promises greater fuel eflBciency and quieter operations — 
both clearly in the interest of airline passengers and communities. Who 
would afford the sort of long range study elfort and massive capiul com- 
mitment associated with this sort of activity if the air transportation in- 
dustry is placed in a highly uncertain transitional posture by 
deregulation? Would aerospace manufacturers invest in R&D efforts to 
sell to a fragmented and unstable market?''9 

The effect on employment would be disastrous, the carriers con- 
tended. "( Wjhat happens," the president of TWA agonized, "to the 
hundreds of thousands of employees who are involved in support- 
ing the airline industry in the production of aircraft and related 
equipment if the ind^^stry cannot attract the capital 
necessary (?J"8o 

Labor spokesmen also pointed to the allegedly severe conse- 
quences for aircraft manufacturers. Deregulation of air transport 
sendee would "discourage modernization of aging airline fleets" 
according to the Executive Council of the AFL-CIO.si The Trans- 
port Workers Union also warned that "aircraft development and 
manufacturing will be seriously hampered by lack of funding, "82 
"Not oniy is (impaired capital raising ability) an unfortunate situa- 
tion for the airlines who must begin now to plan for future equip- 
ment," the Airline Pilots concluded, "it also threatens aeronautical 

78. Cannon Hearings { 1976), supra note 27, at 663 (statement of Charles C. Til- 
iinghast, Jr., Chairman and Chief Executive Officer, Trans World Airlines). 

79. Kennedy Hearings ( 1975), supra note 33, at 633 (prepared sUtement of An- 
drew De Voursney, United Airlines). 

80. Cannon Hearings (1911), supra note 31, pt. 1, at 468 (statement of C.E. Meyer, 
Jr.). 

81. /(/. pt. 3, at 1322. 

H2 /(/. at 1326 (statement of Francis A. O'ConneU, Legislative Director, Transport 
Workers Union). 
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research and development of new technology aircraft and 

engines."83 , . 

/ Air carriers and labor pointed to airport construction and im- 
provement as another field whose economic viability would be 
jeopardized by the elimination of route certification and control. 
An American Airlines spokesman explained: 

Most runway and terminal improvements are financed through the sale of 
airport revenue bonds. Long-term airUne commitments set forth in air- 
port use agreements and terminal leases provide the basis under which 
cities issues (sic) these securities. 

With the unceruinties created by deregulation, airUnes will be less 
wUline to make these long-term commitments, since they wUl be unable to 
forecast whether and to what extent they wUl still be operating by long- 
term commitments.^* 
Deregulation, Delta predicted, would "disrupt current and commit- 
ted airport financing," "precipitate a series of anahcial crises for 
cities," and "make it virtually impossible to finance auport im- 
provements and future d^velopment."85 

Union representatrveife also focused on the perilous conse- 
quences for airport construction and improvement. "Planning for 
airport improvements and development," the Airline Pilots Associ- 
ation argued, "would be significantly disrupted. Aiiport operators 
rely heavily on long term commitments from the au-lines to under- 
write the financing of terminal and other related development 
The uncertainties posed by the liberal entry and exit provisions of 
the various deregulation bills would discourage airlines from en- 
tering into extended contractual arrangements, sb The AFL-Ciu s 
Executive CouncU stated that airport construction and improve- 
ments would be "jeopardized,"87 while the T^^il^P^r^ 
Union contended that free entry and exit would "all but destroy 
airport management's ability to plan and finance theu- facUities. 

8. Threat to Safety 

Management and labor also jointly fought deregulation on the 
grounds that it would threaten the safety of the flying public. Both 
claimed that competition would pressure camers-particularly 
new entrants-to cut comers on safety. Although routes and fares, 

83. Democratic Platform Address, supra note 30, at 11. 

84. Cannor^ Hearings (1976), ^upra note 27, at 521 (statement of Albert V. Casey, 
Chairman and President, American Airlines). 

85. /d aTTi (Statement of R.S. Maurer, Senior Vice President, General Counsel 
and Secretary, Delta Airlines). ^ ^ . t 

86. Id aTiw^iatement of John J. O-Donnell, President. Air Une Pilots 

Association). 

87 Cannon Hearings (1911). supra note 31. at 1322. ^ ^ 

m, /d . aU326 (Statement of Francis A. O^Connell. legislative Director. Transport 
Workers Union). 
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on the one hand, and safety, on the other, traditionally have been 
regulated by different government agencies, carriers and unions 
agreed that economic and safety regulations were inseparable. 

Western Airlines, for example, testified that **those who live on 
the fringe of the business will always have a tendency to cut cor- 
ners" with regard to safety .89 United Airlines initially warned that 
''marginal, or cutrate, operators may be tempted to cut corners on 
safety when under economic pressure."^ 

Graphic treatn^ent of the issue, however, was left to labor. As 
the Airlines Pilots Association warned: 

[Njew entrepreneurs, anxious to be successful in the airlines business, 
would not have the commitment or the financial resources to achieve the 
margin of safely which must be maintained in today's sophisticated air 
transport environment. The FAA, with its limited resources, would be 
hard pressed to handle their certification, monitoring and enforcement re- 
sponsibilities to insure compliance by new operators in a manner consis- 
tent with the traveling public's expectations.^! 

Other labor groups were less restrained. The Machinists 
claimed92 that ''Fly-by-night airlines will become a reality,'' while 
the Transport Workers Union castigated deregulation as "a cruel 
experiment with passenger safety."93 

89. Id. pt. 2. at 550 (statement of Arthur F. Kelly, Chaurnan and Chief Executive 
Oftlcer. Western Airlines). 

90. Kennedy Heanngs (1975). supra note 33. at 632 (statement of Andrew De 
Voursney. United Airlines). Two years later, however, United reversed its 
stance on the safety issue: 

United doesn't share these concerns. We do not believe that regu- 
latory reform will create an environment in which carriers will shave 
costs by compromising safety. If the dynamics of the market place 
cause some carriers to decline or fail, we do not believe that mainte- 
nance or safety will be compromised from existing standards. In 
past periods of economic difficulties, safety was not compromised. 
ThtTC is simply no evidence th*.* carrier management or the FAA has 
m the past or will in the future hold safety hostage to economics. 

New carriers, managed by people ^ounH ,o be fit, willing and able 
to participate in air transportation, should pose no threat to safety. 
Tht».se firms will typically employ experienced airline operating em- 
ployees. They will be subject to all safety rules and regulations of 
tht' act as admmistered by FAA. 
Anderson Heanngs ( 1977). supra note 26, at 1368-69 (statement of Richard J. 
Ferns. President, United Airlines). 

91. Andk-rson Heanngs ( 1977). supra note 26, at 1586 (statement of John J. 
O'Donnell. President. Air Line Pilot.s Association International). 

92. Id. pt. 1. at 406 ( testimony cf Edward Imondi, Legislative Committee, Interna- 
tional Association of Machinists and Aerospace Workers). 

93. Id. pt. 2. at 1579 (statement of Francis A. O'Connell, Legislative Director, 
Transport Workers Union). See also id. at 1573 (statement of William G. Ma- 
honey, Counsel. f3rotherhood of Railway and Airline Clerks. International 
Association of Machinists, and Transport Workers Union); Cannon Heanngs 
iVM':]. supra notf.U. pt. 2. at 711 (statement of Frank E. Fitzsimmons, Gen- 
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P. Favorable Evaluation of Performance Under Regulation 

b 

Finally, management and labor attacked deregulation legisla- 
tion on the grounds that the industry had performed admu-ably 
under CAB regulation. To support their argument, management 
and labor compared the secular trend of airfares with that of con- 
sumer prices generally; compared airfares for equivalent routes in 
the United States and abroadi and pointed to discount fares as evi- 
dence of effective price competition. They concluded that regula- 
tory theory and legislation were sound; whatever problems 
remained were merely those of administrative ftne-tuning. 

Eastern AirUnes, for example, argued that average revenues 
per air passenger mile increased 37 percent from 1950 to 1975, while 
the consumer price index rose 73 percent over the same penod.^^ 
In I'ke veir a spokesman for the Machinists pointed to a 24 per- 
cent increase in airfares between 1948 and 1977 as compared with a 
146 percent rise in the consumer price index.s^ 

Representatives of both groups presented similar comparisons 
of United States and foreign airfares. The president of American 
Airlines testified that "U.S. airfares are also a bargain when com- 
pared with fares elsewhere in the worid. For example, a ticket be- 
tween Dallas and Detroit costs $94 (including a $7 tax), while the 
fare between London and Usbon, a comparable distance, is about 
$165."9« A spokesman for the Transport Workers Union agieed: 
"We also have the lowest domestic fares when compared witn for- 
eign fares."9'' 

As evidence of effective competition, management and labor 
aUke cited the avaUabiUty of discount fares in the industry. Ac- 
cording to Delta: ^ ^ 

An extensive assortment of excursion fares, military discounts and the 
Uke are also offered by the scheduled carriers, as are a selection of charter 
fares This form of airUne price competition has led to hundj eds of vary- 
ing combinations of fares offered by different carriers, with pricing differ- 
ences based on such factors as time of day. season of the year, length ol 
stay, and length of haul.^^ 

eral President, "Brotherhood of Teamsters); id. pt. 3. at 1322 (statement by 
AFL-CIO Executive Council). , rv. , u 

94 Cannon Heanngs '1976), supra note 27, at 590 (testimony of FYank Borman 
President and Chief Executive Oiflcer. Eastern Airlines). . ^ 

95. Anderson Hearings (1977). supra note 26, pt I, at 332 (testimony of W Iham 
Schen, Assistant General Chairman. Intem.u.onal Association of Machinists 
and Aerospace Workers). aiu„... v 

96. Cannon Hearings (1976). supra note 27. at 517 (statement of Albert V. 

97. w"a?i272 (sutement of FYancis A. O'Connell. Legislative Director. Transport 

98. /d°?tT94^TsUtement of R.S. Maurer, Senior Vice President and General 
Counsel, Delta Airlines). 
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Likewise, the Airline Pilots Association argued that **der^gulators 
refuse to take account of the wide range of discount fares which 
the airlines now offer to the price-sensitive air traveler,"^^ 

Finally, management and labor (with the eventual exception of 
United) agreed in their assessment of the overall soundness of the 
legislation under which the industry had been regulated. An East- 
ern spokesman, for example, concluded that **we have a good sys- 
tem that needs to be improved, not a bad system that needs to be 
abandoned/*ioo Labor agreed. ''[T]he problem," according to the 
Airlines Pilots Association, '*does not lie with the Federal Aviation 
^ Act, but rather with the administration of that law,"ioi Or, as a 
spokesman for the Machinists put it: 

I know that we have all, including labor, complained about the CAB and 
other regulatory relorms in the agency, and the carriers (have) likewise. 
But I would suggest that we also complain about our relatives, mothers-in- 
law and what not, but we don*t intend to throw them away to get a new 
one, we just suggest that they correct some of their own faults 

10. Summary: Airlines 

Having beneficially accommodated itself to a cost-plus climate 
of govemmentally-created and govemmentally-enforced cartelism, 
vertical power thus coalesced in tacitly collusive fashion so as to 
shield itself from deregulation and competitive encroachment. The 
arguments relied upon by management and organized labor in this 
collective effort were strikingly, if not suspiciously parallel, and at 
times well-nigh indistinguishable. 

Despite labor-management's protestations, the Airline Deregu- 
lation Act— caHing for phased reductions of CAB control over 
routes, rates, entry, mergers, and, indeed, for the ''sunsetting" of 
the CAB itsel*^ — was enacted in 1978. io3 Given the severe economic 
recession which set in shortly .thereafter, it is difficult, as the Gen- 
eral Accounting Office has recently concluded, **to judge the indus- 
try's performance under deregulation until it has had more 
operating experience.^io^ For their part, carriers have since agreed 

99. Id. at 841 (statement of John J. O'Donnell, President, Air Line Pilots 
Association). 

100. Cannon Hearings { 1977), supra note 31, pt. 2, at 819 (statement of Frank Bor- 
man, President and Chief Executive Officer, Eastern Airlines). See also id. at 
881 (statement of R.S. Maurer, Senior Vice President and General Counsel, 
Delta Airlines). 

101. Id. pt. 3, at 1335 (statement of John J. O'Donnell, President, Air Line Pilots 
Association). 

102. Id. pt. 4, at 1843-44 (statement of Charles Easley, President and District 
Chairman, Lodge No. 143, International Association of Machinists). 

103. Airline Deregulation Act of 1978, Pub. L. No. 95-504, 92 Stat. 1705 (1978). 

104. U.S. General Accounting Office, The Changing Airunk Industry: A Sta- 
tus Report Through 1980 at 1 (1981). 
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that the Deregulation Act has enabled them **to more effectively 
react and to better manage their resources in these extremely diffi- 
cult circumstances."io5 Indeed, management's recent effort to re- 
peal labor protection provisions in the Deregulation Act, and 
organized labor's opposition to such actempts, appears of late to 
have driven a wedge between these two power blocs.io« However, 
as our discussion of trucking infra vnll demonstrate, facile conclu- 
sions as to the fragility of coalescing vertical power and its impo- 
tence in the face of legislative deregulation may be fraught with 
premature optimism. 

B. Trucking 

Regulation of the interstate trucking industry by the Interstate 
Commerce Commission (ICC) commenced in 1935 with passage of 
the Motor Carrier Act.^o*^ The ostensible goals were three-fold: (1) 
to promote safe, adequate, economical and efficient transportation^ 

(2) to encourage sound economic conditions in transportation; and 

(3) to encourage reasonable rates without unreasonable discrimi- 
nation or unfair destructive competition practices.i^s As would be 
the case in airlines, entry into trucking and the number of rivals 



105 Effects of Airline Deregulation and Legislation to Advance the Date for Sunset 
of the Civil Aeronautics Board: Heanngs on H,R. 4065 Before the Subcomm. 
on Aviation of the House Comm. on Public Works and Transportation, 97th 
Cong., 1st Sess. 189 (1981) (statement of Paul R. Ignatius, President, Air 
Transport Association). ^ ^ a 

106 Cf id, at 222-24 (statement of Paul R. Ignatius, President, Air Transport Asso- 
ciation)- id. at 657-70 (testimony of Unda Puchala, President, Association of 
Flight Attendants); id. at 701-10 (joint statement of Brotherhood of Airhne 
Clerks Flight Engineers' International Association, International Association 
of Machinists, and Transport Workers Union); id, at 71 M9 (statement of Air 
Lane Pilots Association), ' 

107. Ch. 498, 49 Stat. 543 (1935). . 

108. These objectives became part of *The National TransporUtion Policy stated 
in the Transportation Act of 1940: 

It is hereby declared to be the national transportation policy of the 
Congress to provide for fair and impartial regulation of all modes of 
transportation subject to the provisions of this Act, so administered 
as to recognize and preserve the inherent advantages of each; to pro- 
mote safe, adequate, economical, and efficient service and foster 
sound economic conditions in transportation and among the several 
carriers; to encourage the esUblishment and maintenance of reason- 
able charges for transportation services without unjust discrimina- 
tions, undue preferences or advantages,, or unfair or destructive 
competitive practices? to cooperate with the several States and the 
duly authorized officials thereof; and to encourage fair wages and eq- 
uitable working conditions; ---all to the end of developing, coordinat- 
ing, and preserving a national transportation system by water, 
highway, and rail, as well as other means, adequate to meet the 
needs of the commerce of the United States, of the Postal Service 
and of the national defense. All of the provisions of this Act shall be 
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were controlled through certificates of operating authority issued 
by the Commission. Similarly, the Commisision was empowered to 
control rates charged by regulated trucking firms. The rates 
presented for Commission review, however, were collectively ar- 
rived at between carriers acting in collegial fashion through rate 
bureaus— i.e., "trade associations of regulated carriers"io9 exempt 
from antitrust prosecution. 

As proved to be the case in the airhne industry, regulation of 
trucking in practice promoted the private interests of established 
and entrenched carriers rather than the public interest in efficient 
and economical transportation service. According to Professor 
Machlup, "The results of the restriction of entry and the regulation 
of rates in the trucking industry have been to reduce the number 
of trucking firms; to encourage the growth of larger size firms; to 
facilitate, nay, render necessary, collusive trade association activ- 
ity, especially with regard to rate making; to restrict independent 
action on the part of smaller truckers; and to increase the level of 
rates."iio "in this field," he concluded, "it is public policy to re- 
strain competition, to suppress it through thorough-going regula- 
tion by government agencies and private associations. 

Triggered by widespread criticism of what came to be consid 
ered a governmentally-created and governmentally-sanctioned 
cartel, a series of Congressional hearings were begun in the late 
1970's to consider deregulation of the industry. These hearings 
provided a forum in which management and organized labor 
mounted meir collective assault on deregulation in a joint effort to 
preserve and protect the regulatory status quo. Their arguments 



administered and enforced with a view to carrying out the above dec- 
laration of policy. 

Transportation Act ch. 722, 54 Stat. 899 (1940) (quoted in D. Pkorum, Pimuc 
Regui-ation of BustNKSS 603 (rev. ed. 1965)). 

109. Kennedy Report (1980), supra note 17, at Xvi. This report noted that 

The ICC made virtually no effort to examine rate bureau operations 
until 1972, some 24 years after passage of the Reed-Bulwinkle Act. In 
that year, and later in 1976, the Commission examined the operating 
practices of a total of six general freight rate bureaus, hough limited 
in scope, these inquiries nonetheless revealed serious violations of 
the ratemaking agreements on the pan of several of the bureaus. 
The results of these preliminary inquiries, together with congres- 
sional pressure for increased ICC scrutiny of rate bureau activities, 
led to the institution of a formal investigation of rate bureaus. This 
proceeding resulted in several procedural changes in rate bureau op- 
erations! but the Commission also concluded that antitrust immunity 
for collective ratemaking activities continued to be warranted. 
Id. at xxii. 

110. F. Machlup, The PfJurncAi. Economy Of Monopoly 298 ( 1952). 

111. Id. at 299. 
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were strikingly similar to those used earlier by their counterparts 
in the airline industry, 

1. DeteriorStion of Service for Smaller Communities ' 

Paralleling management and labor attacks on the deregulation 
of airlines, a major argument raised by management and organized 
labor against deregulation of the trucking industry was that it 
would decimate service to small- and medium-sized communities 
across the nation. Certificates of operating authority, both groups 
asserted, entailed a public responsibility to serve all areas regard- 
less of their relative profitability, while high-density, high-proflt 
routes provided the revenues necessary to underwrite less profita- 
ble service to small communities. With free entry and exit, man- 
agement and labor argued, entrants would concentrate on the most 
lucrative routes, rates on' these routes would dechne, but carriers 
would be both unable and unwilling to subsidize service to small 
communities. Thus, service to the latter would be severely cur- 
tailed while rates would rise. As was the case with airhnes, both 
groups pointed out the unfavorable consequences that such deteri- 
oration of service allegedly would work upon the economic viabil- 
ity of hundreds of afflicted communities. 

"The carefully structured and controlled evolution of the cost of 
motor freight transportation," Interstate Motor Freight System ar- 
gued, "has encouraged and helped foster the ability of every hani- 
let and every metropolis to reach the total markets of this 
country."»»2 Specifically, the industry's trade group, the American 
Trucking Associations (ATA), explained: 

Today's regulated for-hire motor carrier is carrying the full burden of 
the growing volume of small shipments. He is also the only transportation 
service available for many thousands of small communities that are now 
completely dependent upon truck transportation. 

These operations, frequently consisting of small shipments to off-line 
points, are not the most profitable. In many cases, the traffic is marginal. 
But the carrier is able to maintain this service, and carrj- out the full obli- 
gations of his authority, because he can balance the less desirable opera- 
lions with the more profitable traffic moving between major traffic 
centers.^ ^-^ 

Without entrj- controls, Briggs Transportation Company warned: 

112. Oversight of Freight Rate Cdnipetition in the Motor Carrier Industry: Hear- 
ings Be/ore the Subcomm. on Antitrust and Monopoly of the Senate Comm, on 
the Judiciary, Cong., 1st and 2d Sess., vol. 1. 165 (1978) (prepared stat,e- 
ment of James T. Hite, III, Chief Executive Officer) [hereinafter cited as Ken- 
nedy Hearings \> 

113. Economic Regulation of the Trucking Industry: Hearing on 5. 1400 and S. 2245 
Before the Senate Comm. on Commerce. Science, and Transportation. 96th 
Cong., 1st Sess., pt. 1. 209 (1979) (statement of American Trucking Associa- 
tions) (hereinafter cited as Cannon Hearings], 
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The larger companies would drop hundreds and thousands of the smaller 
communities if they had to be out there in the total free marketplace to try 
to support the profitability of their companies. 

Right now, it is a part of a system, and they recognize their common 
carrier responsibility or their contract carrierresponsibility, whichever it 
may be, in that this is part of what makes the system work. If it is all out 
in the free marketplace, you can bet your bottom dolls^ that they are not 
going to look twice at those little places that do not produce a profit on that 
particular stop. ^ ^ 

Heavily, if not exclusively, dependent upon motor freight service, 
the "primary casualties" of deregulation, regulated carriers con- 
cluded, '*would be small communities/'ii* 

Labor spokesmen closed ranks behind management's argument 
that small and intermediate communities would be the main vic- 
tims of deregulation- "In recent months," the president of the 
Teamsters, Mr. Fitzsimmons, explained to Congress: 

|T|he Interstate Commerce Commission has administratively debased 
the value of adequate service in the area of entry. As a result, the quality 
and quantity of service provided by common carriers have been adversely 
affected. If a balanced approach to entry is not restored by Congress, 
smaller cities, towns and communities and shippers will not receive the 
service on which they have relied in the past. If Congress fails to include a 
meaningful entry requirement, economic self-restraint will force carriers 
to concentrate on transportation between the large city pairs where the 
greatest equipment utilization and balanced movements can be obtained. 
Much of the service presently provided to intermediate communities 
would be dropped because it is either unprofitable or less profitable.! 

Higher transport rates, both management and labor predicted, 
would accompany the deterioration of service to thousands of af- 
flicted communities* "Small communities," an official of the Wil- 
son Trucking Company warned, "will have to bear a higher burden 
of transportation costs to replace revenues depleted by cutthroat 
competition in major traffic lanes, "^^'^ Thus, not only would small- 
town service be curtailed, according to the American Trucking As- 



114. Examining Current Conditions in the Trucking Industry and the Possible Ne- 
cessity For Change in the Manner and Scope of Its Regulations: Hearings on 
H.R. 6418 and Related Bills Be/ore the Subcqmm. on Surface Transportation 
of the House Comm. on Public Works and Transportation, 96th Cong., 2d 

I Sess., pt. 3, 626 (1980) [hereinafter cited as Howard Hearings]. See also Can- 
non Hearings, supra note 113, ai 210 (r.tatement of American Trucking 
Associations). 

115. Cannon Hearings, supra note 113, at 218 (statement of American Trucking 
Associations). See also Kennedy Hearings , supra note 112, at 248 (prepared 
statement of Samuel G. Herold. Executive Vice President, Middle Atlantic 
Conference). 

116. Howard Hearings, supra note 114, at 762-63. See also Cannon Hearings, 
supra note 113. pt. 5, at 1621-28 (statement of James Jesinski, Secretary'- 
Treasurer, Local No. 200, Brotherhood of Teamsters). 

117. Kennedy Hearings, supra note 112, at 167 (prepared statement of William J. 
Jone^, Vice President, Wilson Trucking Co.). See also id. at 165 (prepared 
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sociations, "even that service which is still available would cer- 
tainly be at a higher rate than today." i»8 Again, organized labor's 
positiory*tracked that of management. "Even degraded service to 
small- and medium-sized communities," one Teamster spokesman 
argued, "would become far more expensive in the absence of effec- 
tive (i.e., restrictive) entry provisions.""^ "If the medium- and 
small-size cities are to receive any service at all," the Machinists 
echoed, "it will be presented to them at almost prohibitive 
rates." 120 

In addition, management and labor made a concerted effort to 
point out the broader economic significance of these portended de- 
velopments. An official of Pacific Intermountain Express, for ex- 
ample, warned that deregulation would "further aggravate the 
competitive disadvantages of < . . small communities,"i2i while a 
vice president of Consolidated FreightwayS remarked that "(t)he 
small producer or manufacturer who located his plant in a rui»l 
area, in reliance upon the availability of regulated truck service 
and a stable uniform rate structure, will not be comforted to know 
that the loss of transportation service which forces him out of busi- 
ness is a 'benefit of competition.' ">22 Similarly, the Teamsters em- 
phasized that "(s)hippers in the intermediate cities would be at a 
disadvantage competing with those located in the large metropoli- 
tan areas,"»23 while the Machinists, representing "tens of 
thousands of employees working in small manufacturing indus- 
tries in rural areas that are highly dependent upon regulated carri- 
ers to move their products." warned that these jobs "could be 
seriously affected should deregulation result in loss of trucking for 
their particular communities."'24 

2. Competition Would be Wasteful and Inefficient 
A second argument made by both groups in their attack on de- 
statement of James T. Hite. Chief Executive Officer. Interstate Motor Freight 

IIB. Pann'^J Hearings, supra note 113. at 100 (testimony of Bennett C Whitlock, 
Jr . President, American Trucking Associations). 

119. Id. pf. 5. at 1621 (statement of James J. Jesinski, Secretary Treasurer, Local 
No. 200, Brotherhood of Teamsters). 

120 Id. pt. 1. at 244 (statement of John F. Pelerpaul. Vice President, Transporta- 
tion. International Association of Machinists and Aerospace Workers)^ 

121. Kennedy Hearings, supra note 1 12. vol. 3, at 1465 (prepared statement of John 
G. Christy. President, lU International). ,• . j 

122. Id. at 162 (Statement of Gene T. West. Vice President. Traffic. Consohaated 
Freightways). , , i • • • 

123 Cannon Hearings, supra note 113, pt. 5, at 1621 (statement of James Jesinski. 
Secrt'tary-Treasurer. Local No. 200. Brotherhood of Teamsters). 

124 Id. at 1556 (statement of Andrew Kenopensky, National Automotive Coordi- 
nator. International Association of Machinists). 
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regulation was the contention that competition would be wasteful 
and inefficient In this, management and labor agreed with one an- 
other as well as with their colleagues in the airline industry. The 
argument comprised two elements. First, free entry, it was al- 
leged, would merely lead to wasteful excess capacity and fuel con- 
sumption as tnore carriers competed to haul a fixed volume of 
traffic. Second, concentration of entry in the most lucrative routes 
would destroy the efficiencies of balanced freight hauling which 
management arid labor claimed to have been engineered into the 
industry by the Interstate Commerce Commission (ICC). Ironi- 
cally, they concluded, competition would impair— not promote — 
economic efficiency. 

"Unlike potential volumes of passenger traffic," tlhe American 
Trucking Associations (ATA) opined: 

Freight traffic is a pie of relatively fixed ^mensions. Its size is controlled 
by the general level of the economy and not by the number of people wiU-^ 
ing to cairy freight. The market for transporution is a derived demand. 
Carriers do not create freight They can only carry what the economy 
produces. 125 

The ^TA continued: 

The elimination of entry controls and the ensuing entry into the industry 
of thousands of new truck operations, the need for which had not been 
esublished through application of the test of '"public convenience and ne- 
cessity** would create excess capacity. The inevitable result would be a 
marked increase in empty truck mileage.l26 

Moreover, Mr. Herold, speaking for the Middle Atlantic rate confer- 
ence, stated: ''(I)f entry was free to anyone . . . then the full serv- 
ice carriers who are trying to provide a full transportation service 
to all points in the country are going to have less traffic to handle 
and they are going to have higher costs and, therefore, higher 
rates."i27 xhe outcome, according to the testimony of carrier rep- 
resentatives, would be ''wasted mileage coming from too many 
trucks chasing a limited amount of traffic,"i28 presenting "the real ^ 
danger of excess capacity with resulting inefficiencies, particularly -"^ 
in fuel usage."i29 

Organized labor's position on this point was, at times, virtually 
indistinguishable from that of management. 'The volume of traffic 
to be moved by motor carriers is relatively stable," a Teamster 
spokesman claimed, "and, even if the rates were lowered, the vol* 



125. Id. pt. 1» at 209 (sutement of American Trucking Associations). 

126. Id. at 218. 

127. Kennedy Hearings, supra note 112» at 222. 

128. Cannon Hearings, supra note 113» at 218 (statement of American Trucking 
Associations). 

129. Id, pt. 5, at 1806 (statement of American Trucking Associations). 
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ume would not increase-appreciably/'^^o ^^Because everybody and 
his brother is going to bxiy a truck," anothe^Teamster testified, 
"there will be morfertrucks running empty than Carter has pills/' 
The adverse effect of free entry upon the alleged balance of freight 
movement accomplished under regulation — an effect cited by man- 
agement— was also emphasized by Teamster president 
Fitzsimmons: 

Permittihg the noh-regulated carriers who do not have the obligation to 
serve all shippers and all communities, large or small, to take selected 
backhauls of commodities would disruptthe balanced movements that the 
regulated carriers have laboriously achieved, thereby making for-hire car- 
. rier service less eflflcient and'more costly to the general public. 

"And, in an energy-starved Nation," another labor spokesman 

pointed out; 

(D)eregulation would put ihousands more trucks, all burning critically 
short fuel, out on the road chasing^the same amount of freight and greatly 
increasmg the empty truck miles. With the problems this Nation is going 
to have in meeting our basic needs with increasingly short^nergy sup- 
. plies, the logic of that totally escapes me.^^^ 
Thus, organized labor agreed with management that *Me]mpty 
mileage would increase, equipment would be underutilized and 
our scarce supj)lies of fuel would beVarfted.^'^^^ 

3. Industry Chaos 

Management and labor further argued that deregulation of 
trucking would usher in confusion and chaos. While the details 
varied, the thrust of the argument was once again remarkably sim- 
ilar to that utilized by airline carriers ,and unions. Rate bureaus 
and the ICC, it was claimed, jointly functioned as a clearinghouse 
in which rates were distilled into uniform, comprehensible catego- 
ries which were stable and predictable. By eliminating this ma- 
chinery, deregulation would result in a bewildering array of 
billions of individually-determined rates which would fluctuate 
wildly and unpredictably whiio generating bhzzards of paperwork. 
Moreover, joint routes and rates between interconnecting carriers 
would disappear, and rate discrimination would become ram- 

130. Id. pt. I, at 120 (statement of Frank E. Fitzsimmons, General President, 
Brotherhood of Teamsters). ^ 

131. Id, pt. 2, at 525 (testimony of Joe PelUcciotti, Secretary-Treasurer. Loc?'a1 N^. 
667, Brotherhood of Teamsters). 

132. Howard Hearings , supra note 114, at 761. 

133. Cannon Heanngs. supra note 113, pt. 2, at 520 (statement of Walter Shea, 
Administrative Assistant to the General President. Brotherhood of 
Teamsters). 

134. Howard Hearings. supra note 114, at 761 (statement of Frank E. Fitzsimmons, 
General President,lBrotherhood of Teamsters). 
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pant— with large, powerful shippers able to wrest more favorable 
rates from carriers. 

"The collective ratemaking process arid the rate bureaus," In- 
terstate Motor Freight System argued, "maintains and organizes in 
a structure^ and intelligent manner rate information that is a mul- 
tiple of thousands of carriers, tens of thousands of geographic 
points, and literally billions of individual rates/'^^s **Collective 
ratemaking," the American Trucking Associations added, "is.th^ 
glue that holds the system together."i3« 

Removal of this ratemaking function through deregulation, car- 
riers argued, would result in an astronomical and iVUractably com- 
plex number of individual rates. "Without collectivVrjatemaking/' 
the Middle Atlantic rate bureau claimed, **we would^^oon have a 
fragmented hodge-podge: Countless thousands upon^housands of 
endless combinations of rates. A shipper-carrier headache. A con- 
sumer nightmare."i3''^ Elimination of rate regulation! then, ^'would 
create, without tjuestion, discriminatory chaos that would upset 
the shipping costs and retail pricing structure of the^ Nation" i^s 
while simultaneously placing '^^an impossible burden upon carriers 
and shippers to try to keep (rates) current, particularly on small 
carriers and shippers.'* Moreover, any degree of regulatory 
oversight would be impossible. "Finally,,and perhaps most signifi- 
cant of ar," the H & W Motor Express Company concluded in this 
respect, 

without bureau collective ratemaking, the ICC and state regulatory agen- 
cies would be swamped by ^ flood of paper— hundreds of filings for every 
one received now. The regulatory agencies, without staff additions many 
times greater than they can reasonably be expected to receive, simply 
couid not cope with this situation.!^ 

, The carriers predicted that unpredictable variability of rates in 
an unregulated environment would compound their sheer multi- 
plicity. "With price competition as the only criterion," according' to 
one carrier, "the fluidity of rates would be governed solely by the 

135. Kenned^earings, supra note 112, at 164 (statement of James T. Hite, Chief 
Executive /Officer, Interstate Motor Freight System). 

136. Cannon Hecfrings, supra note 113, at 98 (testimony of Bennett C. Whitiock. 
Jr., Presicjent, American Trucking Associations). 

137. Kennedy Hearings, supra note 112, at 250 (statement of Samuel G. Herold, 
Executive Vice President, Middle Atlantic Conference). See also id. at 244 
(statement of James C. Harkins, Executive Director, National Motor Freight 
Traffic Associations). 

138. Id. at 152 (testimony of James T. Hi^p, Chief Executive Oflftcer, Interstate Mo- 
tor Freight System). * 

139. Cannon Hearings, supra note 113, pt. 2, at 673 (statement of MJ. Petrina, 
Auto Transporters Tariff Bureau). 

140. Id. at 653 (statement of Urban R. Haas, President, H & W Motor Express Co.) 
(^luoting Professor Roy J. Sampson). 
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auction block of expedience, and uncontrolled opportunistic price 
changes vdll result not only in a deterioration of service, but will 
effectively destroy any semblance of raw stability." According 
to the American Trucking Associations, there '*would be such a 
high degree of uncertainty that businesses, small and large, would 
be severely hindered in the efficient planning, purchasing and mar- 
keting of goods." 1^ 

Management cited joint through-route services provided by, 
and collectively arrived at between, carriers as a further victim of 
deregulation. "As a general proposition," Consolidated Freight- 
ways claimed, 

joint through routes would most likely cease to exist, and shippers requir- 
ing joint service to accomplish needed transpo.rution would have to work 
out their arrangements with the separate carriers and move their ship- 
ments at combinations of the carriers' separate rates. There could be no 
such thing as a fair, nondiscriminatory, nonpreferential rate structure 
under which shippers could receive equal treatment in the transporution 
of their supplies, materials, goods and products, and there would be no 
means by which the motor carriers could maintain the voluntary, inte- 
grated system of transportation which exists today. 

Organized labor concurred with the carriers, albeit in summary 
fashion. "With widely fluctuating shipping rates," one Teamster 
asked, "would consumer prices fluctuate — or would they be 'stabi- 
lized' at a level high enough to hedge against fluctuations?"!*^ Gen- 
erally, however, the union was content to defer to management. 
"Because of the complexity of the industry," Teamster president 
Fitisimmons stated laconically, "we beheve collective rate making 
should be allowed with respect to all rates."i« 

Compounding these chaotic effects, management and labor 
warned, would be the inequitable impact upon small shippers and 
producers, for the latter would be unable to obtain the rate reduc- 
tions that larger shippers could command in a deregulated envi- 
ronment. "Every shipper," a spokesman for the K & W Motor 
Express Company claimed, 

seeks every advantage which it can get in its competitive marketplace. To 
the extent that its size and market position permits it to exert su-ong eco- 
nomic pressure upon a carrier in order to secure a better deal on transpor- 
tation every shipper exercises its pov. ;r. 

141. Kennedy Hearings, supra note 112, at 171 (prepared statement of Gerald 
Cole, Senior Vice President, Cole's Express). -rvo^Hno 

142. Cannon Hearings, supra nott 113. at 214 (statement of American Truclung 
Associations). 5?e also Kennedy Hearings, supra note 112, at 260 (statemem 
of Samuel G. Herold, Executive Vice President, Middle Atlantic Conference). 

143 Kennedy Hearings , supra note 112, at 161 (statement of Gene T West, vice 
President, Traffic, Consobdated Freightways Corp.). 

144. Howard Hearings, supra note 114, pt. 1, at 148 (statement of Edward R. lou- 
ver. Coordinator, Joint Council 3, Teamsters). 

145. Id. pt. 3, at 769. 
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One of the fundamental purposes of transportation regulation is to try 
to neutralize that power among shippers to protect the opportunity for the 
small businesses to compete with the giants. The provision in the present 
system of collective ratemaking for secret ballots on rate proposals is in 
direct furtherance of that purpose of regulation. Public disclosures of car- 
rier votes will inevitably result in a restoration to la5rg« shippers of the 
power to force carriers to give them unjustified rate treatment. In today's 
diversified, complex econonny, the resultant effect of favoritism and rate 
discrimination, would be to further narrow the ability of small- and me- 
dium-sized enterprises to continue in competition with industrial 
giants. ^"^^ 

''Under collective ratemaking," the American Trucking Associa- 
tions added, ''the larger shipper is no better off than the small.''^^? 
Hence, one effect of deregulation (including removal of the anti- 
trust immunity applied to collective ratemaking), an ATA spokes- 
man concluded, would be a rate structure that discriminated 
against the small producer and shipper.i^a Indeed, he suggested 
that such an outcome was a prime motive underlying the support 
by powerful shippers for the deregulation movement. i'*^ 

Organized labor joined with management in this line of defense 
of the status quo. Rate regulation, the Teamsters argued, "provides 
carriers with a certain amount of protection from their customers' 
large shippers"; thus, "(wlithout collective ratemaking, many car- 
riers would be at the mercy of large shippers."i5o Like manage- 
ment, labor spokesmen alluded to the alleged anticompetitive 
advantages which would accrue to large shippers: "They will get 
their lower rates. But the poor small shipper that is dependent 
upon the regulated carrier, he will not get his service — he will not 
get his commodities shipped because he can't get a carrier to do 
it "151 

4, Predation, Concentrai on, and Control 

A fourth argument against deregulation, also voiced by the 
management and labor of airlines, was that freedom of pricing 
would permit the largest carriers to drive others from the field, 
thereby resulting in increased concentration and control. The sur- 
viving oligopolists would then wield sufficient market power to 

146. Cannon Hearings, supra note 113, pt. 2, at 645 (statement of Urban R. Haas. 
President. 11 & W Motor Express Co.). 

147. Id, pt. 1. a: 212 (statement of American Trucking Associations). 

148. Id. pi. 2. at 495-96 (statement of James C. McCormick. American Trucking 
Associations). 

149. Howard Heanngs. supra note 1 14. pt. 3, at 626 (testimony of C. James McCor- 
mick. Senior Vice President, Briggs Transportation Co.). 

150. Kennedy Hearings , supra note 112. at 181 (statement of Robert Schlieve, Sec- 
reiarv-Treasurer. Local 563, Brotherhood of Teamsters). 

151. Canyion Hearings, supra note 113, pt. 2, at 526 (testimony of Joe Burkhard, 
Eastern Conference of Teamsters). 
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raise rates. Paradoxically, management and labor agreed, deregu- 
lation of trucking would result in less—- not more— competition and 
higher — not lower — rates. 

The American Trucking Associations argued that regulation 
preserved— not eliminated— competition in the industry; 

There are 16,600 ICC-reguIated motor carriers. Of these, 12,453 gross 
$500,000 or less. Deregulation would promote concentration not competi- 
tion. In the regulated motor carrier indusuy, the top four carriers account 
for 10 percent of the total revenues} the top eight, 14 percent. Compare 
this with other American industries, industries which are '"regulated** by 
the general antitrust laws which deregulationists advocate as better regu- 
lators of the trucking industry than the Interstate Commerce Act.^^a 

Consolidated Freightways, one of the largest earners in the nation, 
expressed solicitude for the fate of its smaller rivals: 

(R|epeal of collective ratemaking would not mean the demise of CF. We 
would survive. But small companies would not. Were carriers unable to 
cooperate with one another in making rates, were it a case of every man 
for himself and th** devil take the hindmost, the bmall carriers would go 
the way of smail businesses, such as the "mom and pop** grocery stores, 
which do not have the resources to wage full scale economic warfare 
against the gianvs.l^^ 

The representative of one carrier rate bureau warned that concen- 
tration would follow a short-term period of predatory pricing: 
"Without regulation, I believe one could anticipate the following 
scenario (:) . . . predatory pricing which will eliminate the smaller 
and weaker carriers, resulving in a high degree of concentra- 
tion."^54 "As weaker carriers are killed off," according to Mr. Jones 
of the Wilson Trucking Company, "there will be less restraint on 
rates in major traffic lanes, allowing rates to begin moving up- 
ward/'^55 Thus, the Americ"'^ Trucking Associations concluded 
that "following the misleading attempt to get more competition, we 
will begin to get less and less."i5« 

Organized labor embraced management's stance on this issue. 
The Machinists, for example, framed the argument against deregu- 
lation in terms virtually identical to those of management. Like 
company spokesmen, they drew comparisons with the structure of 
the automobile industry: 

We will jeopardize more smaller carriers. The American Trucking Associ- 
ation testified that there were 16.000 regulated carriers in America. Statis- 
tically. 80 percent are under half a million dollars. We are not talking 

152. Id, pt. 1. at 104 (statement of Bennett C. Whitlock, Jr., President. American 
Trucking Associations). 

153. Kennedy Hearings . supra note 112. at 162 (statement of Gene T. West. Vice 
President Traffic, Consolidated Freightways Corp.). 

154. /d. at 248 (statement of Samuel G. Herold. Executive Vice President. Middle 
Atlantic Conference). 

155. /d. at 167. 

156 Id vol. 3. at 1516 (statement of American Trucking Associations). 



ERIC 




150 



1983) VERTICAL COLLUSION 657 

about large corporations. One of our concerns is that if we open up this 
regulation and ratennaking and so on, I ann convinced that the larger ones 
are going to survive. Tennporarily they will reduce prices just to put the 
smaller carriers out of business. When they ehminate their connpetition. 
they can charge whatever they want to. Look at the auto industry. How 
much competition do we have there?^^'^ 

**How," as one Teamster exclaimed, "will competition flourish 
when most of the competitors are gone!"!^^ 

5. Inability to Obtain Capital 

Management and organized labor further attacked deregulation 
on the grounds that it would severely damage the industry's ability 
to obtain the capital needed for investment and growth. A mirror 
image of the argument against airline deregulation, each power 
bloc claimed that regulatory protecjtion provided the requisite se- 
curity necessary to attract capital on favorable terms. Absent such 
protection, the industry would be unable to obtain adequate fund- 
ing, its financial viability would deteriorate, and it could well be 
forced to turn to public subsidies or, worse, public ownership. 

''Deregulation," the American Trucking Associations claimed, 

would have an adverse effect on the financial condition of the industry and 
its ability to attract the capital necessary for future growth. Modem motor 
carrier transportation is much more than a truck on the road with a driver 
behind the wheel. It is a complex business involving the latest business 
techniques and most modem types of equipment. The industry has gener 
ally b^en able to attract investment on an equal basis with other major 
industries. Uncertainty as to the industry's future, however, because of 
deregulation, would cause equity financing to become less attractive. 
There would be greater reliance on debt financing, and this would be at 
much higher levels, and not competitive with that provided other 
industries.^^^ 

Again, labor concurred; ''Present efficient and well-managed 
carriers," the Teamster? asserted, ''would have their earnings so 
reduced as a result of loss of backhauls and the cutthroat competi- 
tion of independent owner-operators who would flood onto the 
highways that they would be unable to earn adequate profits, to 

157. Hntvfird Hearings, .s^pra note 114, pt. 'X at 1241 (testimony of Andrew Ke- 
nopt^nsky. National Automotive Coordinator. International Association of 
Machinists). 

l:)rt. Id. pt. 1. at 147 (statement of Edward R. Toliver. Coordinator. Joint Council 3. 

Teamsters). See also id. pt. 3. at 763 (statement of Frank fc!. Filzsimmons. 

Gt-neral President. Brotherhood of Teamsters). 
1.09. (^innon Hearings, sMpra note 113. at 221 (statement of American Trucking 

A.ssociations). .SV** also Kennedy Ht^anngs. supra note 112. vol. 3. at 1531 

(statement ni Amencan Trucking Associations), 
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attract capital and to pay fair wages and maintain good working 
conditions/*i6<> 

Escalating the rhetoric, carriers and labor alike raised the spec- 
ter of nationalization, **(T)he motor carrier industry/* according to 
the American Trucking Associations, 

is dedicated to the concept that the country needs and should have a pri- 
vately-owned transportation system .... Other nations throughout the 
world have nationalized, or semi-hationalized, their systems. Regulation 
in the public interest has not been tried in these countries; instead, pri- 
vate ownership has been abandoned in favor of nationalization.!®^ 

The Teamsters were more abrupt: *The movement toward nation- 
alization of the surface transportation industry would be advanced 
by deregulation of truckload trafflc/*i62 

6, Threat to Labor 

Trucking deregulation was also fought on the grounds that it 
would result in a deterioration of wages and working conditions. 
Regulated collective rate control, it was claimed, served as a shield 
permitting organized labor to bargain for reasonable pay and work 
standards. Elimination of this protective umbrella under deregula- 
tion would adversely affect labor because competition would force 
carriers to reduce their expenses by lowering their labor costs. 

An officer of one of the largest carriers, Consolidated Freight- 
ways, for example, worried whether free entry would "encourage 
fair wages and equitable working conditions/*^**** The Teamsters 
were not in doubt, said Teamster president Fitzsimmons: **What 
we are saying, and what we have been saying to deregulation is 
this: Unless there is some form of rate regulation, our members in 
the trucking industry will not have the opportunity to bargain for 
decent wages, hours and working conditions/*i64 in such a situa- 
tion, he added, **newly-formed non-union carriers would have a 
substantial advantage over union carriers and fair wages would be- 
come a thing of the past/^^^s Hence, the Teamsters were "commit- 
ted to retaining a regulated motor carrier industry because without 



160. Howard Heanngs . supra note 114, pt. 3. at 761-62 (statement of FYank E. Fitz- 
simmons, General President, Brotherhood of Teamsters). 

161. Kennedy Heanngs, supra note 112, vol. 3, at 1528-29 (statement of American 
Trucking Associations). 

162. Howard Hearings , supra note 111 pt. 2, at 51 (statement of Frank E. Fitzsim- 
mons, General President, Brotherhood of Teamsters). 

163. Kennedy Hearings, supra note 112, vol. 3, at 1464 (statement of Gene T. West, 
Senior Vice President, Consolidated Freightways Corp.). 

164. Id, vol. 1, at 184. See also id. at 181 (statement of Robert Schlieve, Secretary- 
Treasurer, Local 563, Brotherhood of Teamsters); Cannon Hearings, supra 
note 113, pt. 4, at 1229 (statement of Chuck Mack, Secretary-Treasurer, Local 
70, Brotherhood of Teamsters). 

165. Cannon Hearings, supra note 113, pt. 5, at 1850 (statement of Frank E. Fitz- 
simmons, General President, Brotherhood of Teamsters). 
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such regulation our members, over a period of time» would be re- 
duced to working for minimum wages."i66 

7. Adve'^se Impact Upon Related Industries 

Surprisingly, a seventh line of attack taken by management and 
labor against deregulation was that it would hasten the demise of 
an already weak rival — the railroad industry. Here, both groups 
demonstrated the same concern for a related industry which their 
counterparts had shown in arguing against airline deregulation. 

^^Deregulation of the motor carrier industry/* the American 
Trucking Associations warned, 

would have repercussions in transportation far beyond the obvious effect 

on the motor common carrier and the services to small shippers and small 

communities. 

There is convincing evidence that, faced with hordes of individual truck 
operators free to pick and choose the most profitable truckload traflfiic at 
rates below those which existing carriers, rail or motor, could meet, the 
railroads could easily be in a far worse financial condition than that which 
prompted passage of the Railroad Revitalization and Regulatory Reform 
Act of 1976.167 

The Teamsters followed management's lead: 

As everyone knows, rail rates already a'^e depressed and many railroads 
are either in bankruptcy or subsidized by the Federal Government. If 
there is deregulation of truckload traffic, cutthroat competition would take 
further traflfiic from the railroads. 

<y. Threat to Safety 

Deregulation was also attacked on the grounds that it would 
pose a serious threat to the safety of both tinck drivers and the 
motoring public. The threat of revoking route certificates, it was 
claimed, provided the only effective means for enforcing safety 
standards. Deregulation and the elimination of such certificates 
would remove this ^'handle*' for safety enforcement, while competi- 
tion would pressure companies and workers aHke to cut corners 
recklessly. As was asserted by the airlines in their flght against 
deregulation, the management and labor of the trucking industry 
argued that deregulation would jeopardize public safety. 

**Highway safety/* an American Trucking Associations repre- 
sentative explained, **has always been a matter of prime concern in 

166. Kennedy Heanngs, supra note 112, at 181 (statement of Robert Schlieve, Sec- 
retary-Treasurer, Local 563, Brotherhood of Teamsters). 

167. Id. vol. 3. at 1526-27 {statement of American Trucking Associations). 

168. Cannon Hearings, supra note 113, pt. 2, at 521 (statement of Waiter Shea, 
Administrative Assistant to the General President, Brotherhood of 
Teamsters). 
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motor carrier operations. The regulated industry takes pride in its 
highway safety record and its efforts to improve this record," ^^9 
"But . . . deregulation," the ATA's spokesman, Mr, Whitlock, em- 
phasized, "would mean that anybody, anybody, could go out and 
buy a truck and get on the highway." ^^o This could have frighten- 
ing results: 

The motor carrier who is the prime violator of safety regulations and who 
has denounced the 55 m.p.h. limit, as well as present hours-of-service re- 
quirements, is the type that would be unleashed upon the public highways 
if we had deregulation. There would be no effective . safety enforcement. 
He would have no operating authority to revoke for consistent violations 
and the depressed rate structure under which he would operate would not 
permit the type of effective safety programs that have become the hall- 
mark of the regulated carrier. ^''^^ 

"Highway safety," the president of Southeastern Freight Lines 
concluded, "will be one of the first casualties if entry controls are 
eliminated." 

In broad outline, organized labor's position on the safety issue 
was indistinguishable from that adopted by management. ''Union 
drivers and regulated companies have a better (safety] record," 
the Teamsters argued, !*primarily because the regulated carriers 
must maintain good safety records in order to obtain additional op- 
erating authority from the Commission or, for that matter, to pre- 
serve the authority they already possess."i73 The Machinists 
added that "regulated carriers are also required by present law to 
keep maintenance records, conduct safety inspections on vehicles, 
required [sic] driver 'vehicle condition reports' daily and many 
other safety related activities which non-regulated carriers are not 
required to perform." Labor representatives described the ad- 
verse consequences of deregulation with respect to safety: 

We cannot be cavalier about highway safety and methods other than de- 
regulation for achieving it. Tens of thousands of our members face the 
possibility of having to get up one morning and drive an 18 wheel rig over a 
highway newly flooded by deregulation with drivers who either don't care 

169. Id. pt. K at 219-20 (statement of Amencan Trucking Associations). 

170. Id. at 101 (testimony of Bennett C. Whitlock. Jn; President, American Truck- 
ing Associations). / 

171. Kennedy Heanngs. supra note 112, vol. 3, at /521-22 (statement of 'American 
Truckmg Associations). 

172 Id. at 1459 (statement of W.T. Cassels. Jr.), See also Howard Hearings .supra 
note 114. at 622 (testimony of C. James McCormick, Senior Vice Preside. 
Bnggs Transportation Co.). 

173. Cannon Hearings, supra note 113, pt. 1, at 119 (statement of Frank E. Fitzsim- 
mons, General President, Brotherhood of Teamsters). 

174. Id. at 244 (statement of John F.,Peterpaul, Vice President. Transportation, 
International Association of Machinists). 
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or are driven by economic necessity to violate the Federal and State safety 
rules. ^"^5 

Another Teamster warned of the effect "of flooding highways with, 
tens of thousands of independent truckers, responsible to no one, 
and under extreme economic pressure to disregard highway speed 
limits and hours of service regulations." ^^e Mr. Jesinski, also 
speaking for the Teamsters, alleged that deregulation, and its at- 
tendant competitive pressures "to us means loss of jobs, loss of life 
or serious injury.""? The risk, Teamster president Fitzsimmons 
concluded, ^'is so great that deregulation by legislation should be 
rejected and deregulation by administrative action should be 
rolled back."i78 

9. Favorable Evaluation of Performance Under Regulation 

Finally both groups argued— as did their counterparts in the 
airlines industry— that the industry had performed admirably 
under regulation. Management and labor agreed that the trucking 
industry was vigorously competitive both between and within the 
various modes of transportation; that the option of independently 
filing rates assured price competition despite the existence of col- 
lective ratemaking bureaus; that the trend of motor carrier rates 
compared favorably with broader price indices; that shippers were 
satisfied with the service they received; that shippers participated 
in the collective ratemaking process; and that claims of wasteful 
empty mileage due to regulation were distorted. Deregulation, in 
short, was quite unnecessary. 

"There is an abundance of competition in transportation," Mr. 
West of Consolidated Freightways stated, offering as evidence the 
rivaliy "between modes of carriage, between types of earners 
within the motor carrier industry, and between carriers of the 
same type."i79 »we have the force of private carriage," the Ameri- 
can Trucking Associations added, arguing that "that in itself is an 
economic break on the rates which a common carrier can 
charge.">»o The Teamsters agreed: "There are 17,000 regulated 
carriers, and an even greater number of private and exempt carri- 

175. Id. at 119 (statement of Frank E. Fitzsimmons. General President. Brother- 
hood of Teamsters). 

176. Id. pt. 2. at 518 (statement of Walter Shea. Administrative Assistant to the 
General President. Brotherhood of Teamstars). \, 

177. Id. pt. 5. at 1622-23 (statement of James Jesmski. Secretary-Treasurer. Local 
200. Brotherhood of Teamsters). 

178. Id. pt. 1. at 120. 

179. Kennedy Hearings . supra note 112. at 162. 

180. Cannon Hearings . supra note 113. at 95 (testimony of Bennett C. Whitlock. 
Jr., President, American Trucking Associations). 
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ers. They compete with railroads, water carriers, and pipelinfes/'^^^ 
"It is obvious," the Teamsters concluded, **that there is abundant 
competition for shippers' business/'^^^ ^ 

Management and labor alike cited as evidence of competitive- 
ness the option for carriers to file independent rates with collective 
rate bureaus. **One of the important elements that we seem to for- 
get in collective ratemaking/' the American Trucking Associations 
contended, **is that there is complete freedom of independent ac- 
tion by the motor carriers. If they would like to file a different rate, 
they have the right to do so.^'i^a "So long as that righi remains/' 
another carrier added, **the shipping public is protected from any 
arbitrary collective action."i84 Teamster president Fitzsimmons 
agreed that **(tlhe law also has built-in safeguards which permit a 
carrier to take action independent from other members who par- 
ticipate in th^ collective rate.''^^^ 

Remarkably, management and labor seized on identical evi- 
dence as proof of the industry's satisfactory performance under 
regulation, citing, inter alia, the trend in motor carrier ratei as 
compared to that of prices generally. "Motor carrier regulatic n," 
Mr. Whitlock of the American Trucking AssociatiAis argued, 
has been an effective tool in combating inflation. 

FYom a base of 100 in 1967, the revenue per ton-mile of regulated motor 
common carriers of general freight rose to 166.2 in 1977. In contrast, the 
Consumer Price Index of 1977 rose to 181.5 or 15 points, higher than the 
pnce of most carrier service'-^^^ 

Said the Teamsters: "Taking 1967 as the base year equal to 100%, 
the wholesale price index Tiad risen to 194.2%, the consumer price 
index to 181.5%, while the revenue per ton-mile of general freight 
carriers to 166.2% for 1977.''i87 

Both groups claimed that shippers were satisfied with sen/ice 
under regulation. *The best test of adequacy of competition/' the 
American Trucking Associations argued, 

lies with the users of motor truck service — the shippers. In 1975, the De- 
partment of Transportation released the results of a nationwide survey of 
193 manufacturing plants covering 19 major urban areas. The survey was 

181. Id. pt. 2. at 520 (statement of Walter Shea. Administrative Assistant to the 
General President. Brotherhood of Teamsters). 

182. Id, 

183. Id. pt. 1. at 98 (statement of Bennett C Whitlock. Jr» President. American 
Trucking Associations). 

184. Kennedy Hearings, supra note 112. at 167 (statement of Williani J. Jones, 
Vice President. Traffic. Wilson Trucking Co.). 

185. at 185. 

186. Cannon Hearings, supra note 113. at 102. 

187. Kennedy Hearings, ^pra note 112. vol. 2. at 1025 (letter from Frank K. Fitz- 
simmons to Senator Kenned; . 3 May 1978). 
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designed to elicit responses as to a general evaluation of nr^otor carrier 
services. More than two-thirds of the surveyed t-onr^panies rated nr^otor 
carriers service as quite good (65.5^i ) or excellent (10.4''< ). On the other 
end of the scale, less than 3 percent rated it as nr^ininr^ally acceptable and 
less than 1 percent (0.52^*^) rated it as unsatisfactory. 

The Teamsters agreed that "the services offered by [truckload] 
carriers have been satisfactory to shippers." 

Finally, both groups attacked the claim that regulation resulted 
in inefficiency and waste. According to the American Trucking As- 
sociations: **There is, of course, empty mileage, of the true 
^backhaul' variety that naturally results from the operation of spe- 
cialized trucks designed to carry specific cargos. . . . Other empty 
mileage results from the material imbalance of freight from one 
section of the country as compared to another." The ATA con- 
cluded that empty mileage "comes froni regional, geographic, dem- 
ographic and industrial factors, not transportation regulatory 
policy."*^* Labor representatives agreed. Empty mileage, a Team- 
ster spokesman argued, "is due to regional traffic imbalances and 
to specialized equipment that logically can haul only the freight it 
is designed for — for example, autos, gasoline, milk, or refrigerated 
foods."i92 ''Obviously,*' the Teamsters concluded, "deregulation 
won't affect either of these factors." 

10. Summary: Truelfing 

So comfortably had management and organized labor come to 
coexist within a governmentally-cartelized environment, that they 
unabashedly embraced one another in a collective fight to deflect 
deregulation. The arguments made by each were uncannily paral- 
lel both to one another as well as to those of their counterparts in 
airlines. 

Their collaborative efforts, however, appeared at first to have 

188. Id. vol. X at 1512 (statement of American Trucking Associations). 

189. Cannon Hearings, supra note 113. pt. 2. at 521 (statement of Walter Shea. 
Administrative Assistant to the General President. Brotherhood of Team- 
sters). See also Howard Hearings , supra note 114. pt. 3. at 769 (statement of 
Frank E. Fitzsimmons. General President. Brotherhood of Teamsters); Ken- 
nedy Hearings, yupra note 112. at 160 (statement of GeneT. West. Vice Presi- 
dent. Consolidated Freightways Corp.); id. at 170 (statement of Gerald Cole, 
Senior Vice President. Cole's Express); id, at 262 (statement of Verr.on Far- 
riba. Executive Vice President. Southern Motor Carriers Rate Conference). 

190. Cannon Hearings , supra note 113. pt. 3. at 217 (siatement of American Truck- 
ing Associations). 

191. Id. at 218. 

192. Howard Hearings, supra note 114. pt. 1. at 147 (statement of Kdward R. Toli- 
ver. Coordinator. Joint Council 3. Teamsters). 

l9o. Id, 
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been in vain, for passage of the Motor Carrier Act of 1980194— call- 
ing for a shift in the burden of proof from applicants seeking oper- 
ating authority to those protesting such competitive entry, 
narrowing the class of protestants, broadening existing operating 
authorities, and establishing zones of freedom within which rates 
could be varied without Commission hearings and sanction- 
seemed to presage phased deregulation of the industry. Indeed, 
under the liberalized administration of Chairman Gaskins, compe- 
tition began to emerge as grants of operating authority increased, 
certificates of authority were loosened, and rate discounts of five to 
twenty percent were quickly established. Nor, it appeared, 
could organized labor continue with effortless regularity to obtain 
magnanimous pay increases from companies previously able to au- 
tomatically pass higher costs onto shippers.»9« 

Companies and labor reacted to these developments in predict- 
able— i.e., parallel, fashion. The American Trucking Associations, 
for example, denounced "an economist-oriented, self-destructive 
Commission" acting with "wanton disregard for congressional di- 
rectives,"i9" while the Teamsters decried the Commission's "head- 
long plunge toward administrative deregulation." 

This continuing labor-management pressure has dampened 
prospects for sympathetic implementation of the deregulation stat- 
ute—in part, because the Motor Carrier Act of 1980 permits what 
the Joint Economic Committee found to be "a ^road degree of dis- 
cretion in its enforcement by the ICC,"i99 and, i. part, because the 
Reagan administration has shown pronounced ..^ceptmty to the 
industry's complaints regarding competition. Thus, it is notewor- 
thy that the President appointed Reese Taylor as chairman <^f the 
Commission, thereby making good a campaign promise to the in- 
dustry to "pick commissioners with practical experience who 

194. Pub. L. No. 96-296. . 

195. Miller. First Report Card on Trucking Deregulation, VJkW St. J.. March 8, 1982, 
at 18. col. 4. 

19« N Y Times. Jan 24. 1982. at 1, col. 3. While unemployment rates m trucking 
subsequently increased, the General Accounting Ofttce concluded that the 
severe recession of 1981-1982, not deregulation, has been pnmanly responsi- 
ble for this development. See U.S. Gkneral Accounting Office. Effects of 

RKCiULATORY REFORM ON UNKMP^-OYMENT IN THE TRUCKING INDUSTRY 2 (1982). 

Motor Carrier Reform Act of 1980: Hearings Before the Senate Comm. on Com- 
merce Science, ank Transportation, 97th Cong.. 1st Sess. 51. 54 (1981) (state- 
ment of American Trucking Associations) I hereinafter cited as Motor Carrier 
Reform Act ]■ 

Id. at 83 (statement of R.V. Durham, Director. Safely and Health Depanmenl. 
Brotherhood of Teamsters). 

Retreat _frnm Competition: Trucking Regulation at the ICC. Report of the Joint 
Comm., 97th Cong.. 2nd Sess. 5 (1982). 



197. 

198. 
199. 



158 



1983) VERTICAL COLLUSION 665 

would show caution" in applying the statute.200 Like management 
and labor, Mr. Taylor found deregulation distinctly distasteful: '*I 
really don't like to use the word," he told a Congressional commit* 
tee, adding that the 1980 Act, in his opinion, had been misinter- 
preted as a /'trucking deregulation" bill.^oi Since then, he has 
effectively translated theory into practice. As the Joint Economic 
Committee recently noted, *the ICC under Chairman Taylor has 
abandoned the goal of a freely competitive trucking market and 
has moved to reverse the progress toward deregulation which has 
recently been made." **This policy,'* the Committee concluded, 
"contradicts the intent of Congress embodied in its passage of the 
1980 Motor Carrier Act."202 

Thus, coalescing vertical power may yet succeed in achieving 
''re-regulation" of the trucking industry by administrative 
subversion. 

III. THE PRIVATE SECTOR 

In the typical oligopoly, economic theory tells us, a noncompeti- 
tive industry structure militates toward noncompetitive conduct 
and tends to yield noncompetitive performance. Entry is a mini- 
mum or nonexistent. A close-knit, co-fratemal group of p. oducers 
can achieve a relative degree of safety by establishing concerted, 
tacitly collusive, and consciously parallel market strategies. Occa- 
sional mavericks may from time to time disturb the status quo of 
forebearing co-existence, but they eventually tend to be integrated 
into the system and become members of the club. Price policy, in 
particular, tends to be directed toward uniformity and inflexibility, 
except in the case of upward movement; and, while the leadership 
role may rotate sometimes among the oligopolists, the level of 
product prices is anything but market-determined. Moreover, a 
"civilized" relationship, animated by a live-and-let-live spirit, tends 
to be established between companies and organized labor under 
which the fruits of the oligopoly are shared through an institution- 
alized mechanism of price-cost-price escalation. Innovation tends 
to be slow and lethargic, hampered by the bureaucratic dry rot 
which afflicts monopoloid giantism. So long as the oligopoly can 
protect itself from entry, it can luxuriate in the rewards of power 
which consist not of exorbitant profits but the quiet life.20^^ 

200. Wall St. J.. August 5. 1981. at 46. col. 4. 

201. Trucking Deregulation: Is It Happening? Nearijig Be/ore the Joint Economic 
Comm., 97th Cong.. 1st Sess. 70 (1981). 

202. Motor Carrier Reform Act, supra note 197. at 3. See also fie -regulating at the . . 
ICC: "The Congress Made Me Do It!" RKcjui^noN. Nov./Dec. 1981. at 5. 

203. See, e.g., W. Adams. Tiik SrRucTURt Ok Amkkican Industhy 73-135 (6th ed. 
•1982). 
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Foreign competition, of course, is an unwelcome challenge to 
the existence and exercise of oligopoly power. It disrupts the well- 
ordered functioning of a private domain, where tbe rules of the 
game are understood and observed by all parties. It ^nj^cts uncer 
fainty and instability into the very foundations of he oligopoly 
structure by undermining the recognition of mutual interdepen- 
dence and the price policies concomitant ^herewith. Foreign com- 
petition-the nemesis of price maintenance schemes and orderly 
market arrangements-becomes an obvious target for both labor 
and management groups striving for survival and growth by immu- 
nizing themselves from effective competition.204 

The following discussion of the efforts to protect the entrenched 
oligopohes in the U.S. automobile and steel industries ^1 ustra tes 
the coalescence of labor-management power in the private sector 
of the" economy. 

\ 

A. Automobiles 

The first formal attempt by the automobile industry to immu- 
nize itself from foreign competition— the only real competition it 
Kas encounTeTd sinci WorldVar II- ^ates back to the last reces- 
sion On July 11. 1975. the United Auto Workers (UAW) (w th the 
Support of the industry) filed a complaint with the United 
Stately Treasury, charging that "new. on-the-highway. four- 
wheeled passenger automobiles from Belgium. Canada. France It- 
Tly Jap^n. Sweden, the United Kingdom, and West Germany 
w^^e b^ing sold m the United States at less-than-fa^ value in v ola- 
tion of Section 201(c) of the Antidumping ^f^^' 
causing injury to the domestic auto industry.-^o«> Specifically, the 
complaint charged that the increased market share of imported 
auSbUes-up from 15.2 percent in 1970 to 15.9 percent in 974 to 
20 S^rcent in the first half of 197^was "at the expense of domes- 
tic safes'' that, discounting the effects of the United States reces- 
s 'on here was still a loss of domestic sales to imports; and that the 
pricmg oHmported cars caused the resulting injury to the Amen- 
cln automobile industry and its workers. The umon demanded 
he fmpoT^ion of dumping penalties and simultaneously asked 
Congress for quota protection agamst the imports of compacts and 

-.04 .SV. e.g.. Adams and D.rlam. -Import Quota., and ^"^'"^,7'' '''^tT/X^^^ 
%ntaim'd m Wki.fakk A.spkct.s Ok Ini.ustkiai. Pkkkckma.n. k 15.i-81 (Jac 



'j05. 



l<','.'w' On-lhe.h,fih>..y. Four-whedid. Pass,nB,T Amo,nc,bil..s: N„uc.. of M- 
day inquin.- and Hvarms. « Ffd, R.*. 34.027 (19^31. 
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subcompacts from Europe and Japan.207 

In its comments on the UAW complaint^ the United States 
Council on Wage and- Price Stabihty informed the International 
Trade Commission that the most important factors explaining the 
increased market share of foreign automobiles **are the pricing pol- 
icies of domestic producers and the inability of domestic manufac- 
turers to respond rapidly to changing market conditions/'zos The 
Council cautioned that the imposition of special dumping penal- 
ties '*would likely result in an immediate increase in the price of 
automobiles to the American consumer. Moreover, such penalties, 
or even the threat of penalties, could substantially check what has 
been perhaps the single most effective spur to competition in this 
highly concentrated industry. This, in turn, could lead to less com- 
petitive prices and a reduced level of innovation."209 

■ Ultimately, the Union's complaint was resolved by a bizarre 
consent settlement arranged by the United States Treasury De- 
partment. Under the settlement, five foreign manufacturers 
agreed to raise their prices in the United States market, and four- 
teen other foreign manufacturers agreed to have their prices moni-, 
tored by Jhe Treasury for the next two years. With respect to five- 
foreign firms, the Treasury took no action at all.210 

During the current recession, which started in 1979, the indus- 
try again demanded protection against the depredations of import 
competition. In parallel petitions /filed with the International 
Trade Commission by the United iuto Workers and Ford Motor 
Company— formally supported Chrysler and tacitly endorsed 
by General Motors— industry spq|kesmen correctly contended that, 
between the first half of 1979 arid the first half of 1980, there oc- 
curred a significant decline in production, sales, cap^acity utiliza- 
tion, and employment in the domestic automobile industry as a 
whole. 211 They also contended ih&t, during the same period, there 
occurred a significant increase in the import penetration of the 
United States ' market for ^ssenger automobiles and light 
trucks.2i-i Concluding that thj^ growing volume and increased mar- 
ket share of imports consmuted an "important" or '"primary" 

207. U.S. iNTKRNA-noNAL Tradk COMMISSION. Pub. No. 739. Domestic Sales Re- 
yi)nr ( )975). 

208. Comments of the Staff of the Council on Wage and Price Stability: Before the 
U.S. International Trade Commission 5 (Sept. 5. 1975) (In the Matter of the 
Importation of Passenger Automobiles from Europe. Canada and Japan (Inv. 
No AA192MNQ2)). 

•209. Id. ai 4. 

210. U.S. Intkrnatic;nai. Tradk CoMNyssioN. Pub. No. 1110. Certain Motor Vehi- 

ri.V:^ ANP ^KKTAIN CHASSIS TliilREKOR tO -100 (1980). 

211. Id. at A-2. to -42. 

212. Id. M A'47 to -51. 49-52. 
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cause of serious injury to the domestic auto manufacturers, they 
asked the Commission to impose mandatory controls on future im- 
ports, specifically from Japan.213 

The Commission rejected the UAW-Ford petitions, finding that 
the industry's malaise was primarily attributable to: (1) the im- 
pact of the recession on the overall demand for cars and trucks, 
and (2) the failure of U.S. manufacturers to adjust their product 
mix to shifts in consumer demand.z*-* Undeterred by this reversal, 
the industry— again with active labor support and the benevolent 
intermediation of government— persuaded the Japanese to accept 
a "voluntary" quota on their auto exports to the United States.2»5 
Under the provisions of the agreement, Japan promised, starting m 
April, 1981, and for two years thereafter, to redu ^e its exports from 
1.82 million vehicles (1980) to 1.68 million annually, and to take no 
more than 16 percent of the growth (if any) in United States do- 
mestic consumption in subsequent years.216 This was not the ideal 
solution that the wielders of coalescing power had wanted, but it 
served, at least temporarily, as an acceptable "second best." 

Throughout the campaign for import restraints— before admin- , 
istrative tribunals, Congressional committees, and in pubhc opin- 
ion forums— the auto companies and the United Auto Workers 
presented an array of uncannily parallel arguments as rationales 
for increased protection. 

/. Symbiotic Government- Business Relationship in Exporting 
Countries 

According to both management and labor, a symbiosis charac- 
terizes the relationship between foreign governments and their au- 
tomobile industries. The Japanese government, in particular, is 
said to protect and nourish its auto industry, to help the mdustry 
target export markets for invasion, and to rely on auto exports to 
maintain domestic employment as well as to generate foreign ex- 
change earning? with which to finance energy imports. Therefore, 
it is argued, the United States must protect itself and its basic in- 
dustries from the adverse consequences of this mercantil .st policy. 

Petitioning the United States International Trade Commissio.i 

213. /d. at I6I-65! 176-77. See Peaison & Takaos, Should the U.S. Restrict Auto Im- 
ports? 24 Challenge 47-49 (1981). 

214 See supra note 210. at 1. 134 42. 

215 Bus Wk.. Oct 20, 1980. at 43. col. 1; Wall St. J.. Ou. 3. 1980. at 3. col. I: Wall St. 
J Nov 11. 1980. at 3, col. 4. See also. N.Y. Times, Uec. 8. 1982. at col. 1. 

216 Issues Relating to the Domestic Auto Industry: Hearing Be/ore the Subcomm. 
on International Trade of the Senate Comm. on Finance. 97th Cong., ist Sess. 
9-10 (1982) (prepared statement of David MacDonald. Deputy U.S. Trade 
Represe' tative). 
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for import protection in August of 1980, Ford Motor Company 



For decades while indusU7 in Japan was developing, the Japanese govern- . 
ment was supporting its domestic producers by forbidding significant 
competition from foreign manufacturers and by providing access to credit 
on favorable terms and providing important tax and export subsidies. The 
objective of these deliberate policies of ll^e Government of Japan was to 
develop a large, modem, world-class industry. In large part, the Japanese 
auto manufacturers' ability to compete so well in export markets today 
cin be traced to this historical pattern of government protection and 
mceniives.2i'7 

**fTJhis past pattern of strong support by the Japanese Govern- 
ment," Ford insisted, "makes intervention by the U.S. Government 
to redress the balance appropriate tod3y."2i8 it makes it incum- 
bent on us, as Ford told the Seriate International Trade Subcom- 
mittee, to "recognize the realities of world trade where nations use 
their auto industries to promote national goals such as generating 

employment, industrial development and foreign exchange 
earnings.^219 

The United Auto Workers echoed these sentiments. In its pre- 
pared statement filed with the House Subcommittee on Trade in 
March, 1980, the UAW argued: 

The Japan! government decided in ihr 1950s to cultivate a powerful 
auto industry. As it carried out effective industrial planning, the govern- 
ment carefully nurtured the auto indusuy. Us program include'^ effective 
bamers against imports, favcrable tax laws and outright subsidies, consol- 
idation of the industry into a few assemblers cooperating with affiliated 
parts conjpanies. and assistance in obtaining foreign technology without 
direct mvestment control by foreigneis. With such hothouse treatment, 
the Japanese industry mushroomed 5om production of 715.400 vehicles in 
1960 to 5.3 million vehicles in 1970. 10.0 million in 1979 and 1 1.0 million vehi- 
c:<fs predicted for 1980.220 



217. Ij'ord Motor Co,, Petition F^pr Relief From Increased Imports of Passenger 
Cars. Light Trucks. Vans, and Utility Vehicles Under Section 201 of the Trade 
Act of 1974, U.S. International Trade Commussion 37 (1980) (hereinafter oied 
as Ford ITC Petition]. '■ 



219. Issues Relating to the Domestic Auto Industry: Hearings Before the Subcomm. 
nu International Trade ofthe\Senate Comm. on Finance, 97lh Cong., Isl Sess.. 
pt. 1, 133 (1981) (Statement qi Will Scott, Vice President. Government Rela- 
tions. Ford Motor Cc ) (hereinafter cited as Danforth Hearings], See also 
United States-Japan Economic Relations: Hearings and Markup on H. Con, 
Res. Jtf.? Before the Subcomms.^^on Asi^n and Pacific Affairs, and on Interna- 
tional Economic Policy and Trade, of the House Comm. on Foreign Affairs, 
96r*- Cong.. 2d Sess. 3-5 (1981) (Statement of Wiil Scott. Vice F^esid'^nt. Cov- 
er ..T ent Relations. Ford Motor Co.) (hereinafter cited as Wolff Hearings ]; id . 
at (statement of Wendell LarsVn. Vice President. Chrysler Corp.). 

220. World Auto Trade: Current Trend^ and Structural Problems: Hearings Before 
(he Subcomm. on Trade of the Hou^e Comm. on Ways and Means, 96th Cong., 
2d Sess. 72 ( 1980) (statement of Douglas A. FYaser, President, UAW) [herein- 
after cited as Vanik Hearings (Mar, 1980)). See also U.S. Trade Investment 



argued: 



218. Id. 





168 



670 



NEBRASKA LAW REVIEW (Vol. 62:621 



The UAW told Congress that "one of the ways we are getting . . . 
outcompeted is that in other countries of the world, government is 
giving more assistance to industry than we are"; that "the U.S. auto 
industry must now be included in the list of industries 'incisively 
targeted' by Japan"; that "we cannot stand idly by while the suc- 
cessful industrial planning and the highly coordinated export 
strategy of another country-combined with the lack of planning in 
the U S.— has the effect of unfairly disrupting our industnes and 
workers and their communities"; that "(bjy refusing to devise and 
implement planning for ourselves we are subjected to the mHu- 
ences of other countries' plans"; and, finally, that "refusal to take a 
firmer hold of our economic destiny is becoming tragically 
anachronistic."22i 

2 Diversion of World Exports to the Unprotected U.S. Market 

Management and labor further justified their demands for re- 
striction of Japanese competition on the grounds that rampant pro- 
tectionism in the worid's major markets diverted Japanese exports 
to an unprotected United States market and thus focused the full 
brunt of Japanese expansionism on American companies and their 
workers. Import restriction, they agreed, was a necessary onset 
and belated defense to an ostensibly ubiquitous protectionism 

^^Tnlts petition for protection before the International Trade 
Commission, Ford Motor Company contended that the size of the 
U.S. market, the unusually low U.S. auto tariffs, and high mport 
barriers in Europe and elsewhere made it clear that the Unitea 
States would be the primary target for a surge of Japanese ex- 
ports."222 The following month, this argument was repeater' beiore 
the House Committee on Foreign Affairs: 

Us Ukely that the United States will remain the primary target of ex- 
ports because: First, most of the major countries in the rest of ^^e world 
have already acted to restrict Japanese imports in some ^ay or another 
second, the United States is the largest market in the ^^'d- ^'^^J 
small percentage increases translate into large """^^ers of vehicles and 
third, the U.S. tariff structure for cars is among the worlds lowest ana 

Policy. Imports and the Future o/ the Amencan ^"''''"''^''^^/'"^'if'Xsf 
tng Be/ore the CongressionalJoint Economic Comm., 96th Cong .d b.ss.^^ 
(1980) (Statement of Douglas A. Fraser) [hereinafter cited as Bentsen 

221. B:::::n'Lrings, supra note 220. at 11. H. (statement of Doug^^^^^ 
President. UAW). See also Dan/onh Heanngs, ^P;^ |Jhloiberg. 
ment of Douglas A. Fraser). .d. at ^9 (Statement of Stephen . Schlo^^^^^^ 
Director of Government and Public -Affairs, UAW), .d. pt. 3, at 108 

ment of Sheldon Friedman, Research Director, UAW). 

222. Ford ITC Petition, supra note 217, at iii 
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without any formal or informal local content or other rules that generally 
restrain imports in other parts of the world. 223 

A Ford spokesman, commenting on the necessity of U.S. import 
restrictions on Japanese products, exclaimed: **Everyone else has 
done it.*'^--* 'The other countries of the world have already set up 
barriers against more Japanese products/' Chrysler added; 
"(tjhere is no place those products can go but in here/'-^^ Both 
firms decried the '*open trading conditions in the U.S. auto market 
which act as a magnet for Japanese exports because every other 
important world market imposes substantial tariff and nontarifT 
barriers to imports of Japanese autos/'226 

Here, too, the Union was in complete agreement with manage- 
ment. Appearing before the House Subcommittee on Trade, UAW 
president Fraser charged that **[p)ractically every country exer- 
cises import restraint on autos in one form or another — through 
high tariffs, outright quotas, orde»'iy marketing arrangements, *gen- 
tlemen's agreements,' and various forms of non-tariff barriers.''--^" 
'*As the biggest, most open market in the world," he insisted, **the 
U.S. auto market has been targeted by the Japanese for the lion's 
share of its exports/'^^s **in contrast to U.S. policy,'' explained Mr. 
Fraser, *'when Japanese autos have threatened to take a significant 
segment of the market in various European countries, they have 
been frozen at levels by gentlemen's agreements. "^^^ According to 
the Union, "(ojther countries have dealt with similar trade 
problems in a more spohisticated [sic] manner," while the United 
States receives *'the leftovers from other countries' plans. '"-^^^ 
"Given the auto policies of the rest of the world and the present 
disarray of the industry- in North America," the Union reasoned, 

Wtylff Hranngs. ,mpr(i note 219. at 5 (Statement of Will Scott. Vice President. 
Gtivt-rnnient Relations. Ford Motor Co.). aLs\) Vanik Hearing.^ (Mar. 

1980). supni note 220. at 100 (statement of Fred G. Secre.st. Executive Vice 
Prt'SKirni. P'ord Motor Co.). 

224. Wolff Hetinngs ,,^upra note 219. at 27 (statement of Will Scott. Vice President, 
(Mjv»'rrmjrm FUlations. Ford Motor Co.). 

22:"). Id. at 34 (.statement of Wendell Larsen. Vice President. Chr\'sler Corp.). 

22^i. Atiti> Stfudrinri, Aufumn 19^0: Heannij He/ore (ht* Subromrrr on Trcidv <>/ (he 
Hifust' (\>rnm. on Ways and MeaHsW 9k)ih Con^'.. 2d Sess. t)0 ( 1980) (.statement 
f»f F()r(i Motor Co.) (heremafter cited as Vanik Heanngs (Nov. 19H0)|. 
ttxi^hi hrlpful." Ford su^'K^^^ited. "to look at other coururies. In the Kuro- 
f)fao Co nrnunity. for example, governments s»>eni determined to limit Japa- 
nrsr (.ars to an overall share of \0'"i . We see no reason why Japan's share of 
our car mark^'t should be more than P!urope*s 10' ; Danforth Hi\inng.s\ 
supra nn\r 21!^, pt. 2, at 173 (statement of D.N. McCammon, Vice President. 
Forci Motor Co. ) . 

Vanik Hvanngs (Mar. \[)H{)) . supra note 220. at 72. 
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**immediate measures to redress the balance are required,"23i 
warning that **[t]he U.S. can no longer afford to be the lone sitting 
duck in this situation."232 

3. Need for Breathing Space to Make Adjustments 

A third argument jointly pressed by management and organ- 
ized labor in calling for protection from import competition was 
that the industry vitally needed breathing space to adjust to the 
sharp, unforeseen— and, they argued, unforeseeable— revolution 
in the preferences of American car buyers. Only protection from 
imports could provide the increased production volume and cash 
flow which, they claimed, were essential if the industry were to 
convert its products and production facilities to meet this revolu- 
tion in market demand. Moreover, they fully agreed that only 
quantitative restrictions could break the buyer loyalty that 
threatened to bind American car buyers to Japanese auto 
producers. 

In its petition to the United States International Trade Commis- 
sion, Ford elaborated on the contention that market demand had 
radically shifted: 

In cooperating fully with the Government's goal of achieving a doubling of 
miles-per-gallon in the U.S. new car fleet between 1975 and 1985 to reduce 
dependence on imported oil, the automobile industry was already commit- 
ted to an extremely ambitious conversion to more fuel efficient cars and 
trucks. 

This conversion program was tar^n :.t achieving substantial across- 
the-board improvements in fuel economy for all sizes of U.S. cars .... 
This approach became insufficient, however, when the unforeseen events 
last year in Iran, the gasoline shortages and resulting lines at gas stations 
resulting from the Government's 'uel allocation system, and the sudden 
reversal in U.S. energy policy (decontrolling domestic oil pnces) produced 
a wholly unexpected shift and acceleration in U.S. consumer demand for 
smaller cars.^^^ 

Hence, ^^(t]he U.S. industry was not--could not have been— pre- 
pared for this quick s\vitch/'234 

231. Id, 

232. Dan/orth Hearings, supra note 219, pt. 2. at l47-4« (statement of Douglas A. 
FYaser. President. UAW). See also Bentsen Hearings, supra note 220, 2-10 
(statement of Douglas A. Fraser); United Auto Workers. Petition For Relief 
Under Section 201 of the Trade Act of 19'^4 From Import ' Competition From 
Imported Passenger Cars. Light Trucks. Vans, and Utility Vehicles. U.S. Inter- 
naticial Trade Commission 178 (1980) (hereinafter cited as UAW ITC Peti- 
tvm] Danforth Hearings , supra note 219. at 58-68 (statement of Stephen I. 
Schlc ssberg. Director of Government and Public Affairs, UAW); Vanik Hear- 
ings (Nov. 1980). supra note 226, at 50 (statement of Douglas A. FYaser). 

233. Ford ITC Petition, supra note 217, at 3. 

234. Id. \ 
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**In these last 2 years/' a Ford spokesman reasserted before the 
House Foreign Affairs Committee in September of 1980, 

the Japanese have taken a windfall advantage of the extremely abrupt 
U.S. nriarket shift thai occurred when gasoline prices— held at artificially 
low levels for years— suddenly doubled. Although U.S. producers were 
well along the way to doubling the fuel efficiency of their fleets, we were 
not yet equipped to meet the sudden change in U.S. consumer buying 



The industry confronted ''a situation where an abrupt change in 
the market has occurred with the suddenness that makes it impos- 
sible for a long lead industry to convert so quickly. "236 Or, as 
Chryler*s Mr, lacocca put it, "imports are having a field day be- 
cause our market changed faster than anyone could anticipate/'237 
Union spokesmen concurred with management's contention 
that the U.S. market had suffered sharp shifts in consumer prefer- 
ences.^^« Thus, one UAW representative testified: 

(C|iearly the market took a very sharp turn. The auto companies were 
not adequately prepared for that ?harp a turn. This is an industry* that 
doesn't turn around very rapidly. It takes a fair amount of leadtime to get 
everything into place. I believe that while the auto companies are selling 
better cars now. or cars better adapted to the needs of the market than 
ihey were before, they are not there fully yet. They don't have the models 
fully developed that everyone wants. They don't have the ones that every- 
one wants in full supply. We ar'? simply working toward that solution.25^ 

**[T)he legally mandated [fuel efficiency] transition has not kept 
up with the massive, abrupt shift in consumer demand,'' Mr. Fra- 
ser argued before the Joint Economic Committee in early 1980, 
"and imports, largely from Japan, took a record 22 percent share of 
the U.S. car market last year."24o ''What happened when the gas 
crunch came in 1979,'' another union member asserted, "was that 
the consumer panicked and record numbers of foreign cars, sup- 

235. Wolff Hearings, supra note 219. at 4. 

23f). Id. at 12-13 (statement of Will Scott. Vice President, Government Relations, 
Ford Motor Co.). See also Vanik Hearings (Mar. 1980). .vi^pra note 220. at 107 
(testimony of FVed G. Secrest. Executive Vice President. Ford Motor Co.). 

237. Hentsen Hearings , mpra note 220. at 144. 

23ii. Vet. Union representatives were unwilling' to completely absolve manage- 
ment of all responsibility. For example. Mr. Fraser disclosed that "(ojur in- 
dustn.' has been hombly negligent in not producing small cars before 
IforeiCT producers] did. Our union advocated that the industr>' build small 
cars as early as 1974 and they procrastinated and procrastinated and now we 
find ourselves in this dilemma." Vanik Hearings (Mar. 1980). An^pra note 220. 
at Hi). .Senator Javits put the following question to Mr. PYaser: **|^!s it a fact 
that this situ;ition has been brought on by a great management failure on the 
f)an (jf the American automobile industn.'*:'" 'That is true." Mr. Fraser an- 
swered. Hentsen Hearings, supra note 220. at 23. 

239. iJan/r. ,h Hearings, supra note 219. pt. 2. at 133 (testimony of Howard Young. 
Speci;ii Consultant to the President. UAW). 

240. bentsen Hearings, supra note 220. at 9. 
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posedly fuel efficient, were sold . . . ."241 

Management and labor wholeheartedly agreed that, because of 
such shifts, import reduction and restriction Were essential to pro- 
vide the "breathing space," the production volumes, and the cash 
flow which the industry needed to retool, reconvert, and recover. 
"Unless restrained," Ford argued in its petition to the International 
Trade Commission, "further growth of import penetration will ad- 
versely affect the ability of the domestic producers to finance theu- 
conversion to the new types of cars needed for the future."^-»- A 
Chrysler spokesman dispatched to the House Foreign Affairs Com- 
mittee testified: "We need a year or two to get our feet on the 
ground," and import restraints would provide the industry with 
"breathing space in which to accomplish the very costly and time- 
consuming transition to an entirely new generation of automobiles 
that are responsive to consumer demand."2« Ford's representa- 
tive. Mr. Scott, declared before the House Subcommittee on Trade 
that "(alction by the Congress and the Administration to effect 
such temporary restraint will get the auto industry back on its feet, 
and get the auto workers back on the job."244 "U.S. producers," he 
added, "need the increased volume that import restraint will bring 
to complete the job of converting products and facilities to produce 
more fuel-efficient fleets."245 

Organized labor spokesmen fully supported management on 
this score, too. UAW president Fraser testified before the House 
Subcommittee on Trade that restricting Japanese imports would 
"give us a breathing space that we need to convert our indus- 
tp, ;"j4»i Appearing before the Joint Economic Committee, Mr. Fra- 
sor again called for restraints on Japanese imports "to give the 
American automobile industry the time to convert and com- 
pote."-'*' In te.stimonv before the Senate Subcommittee on Inter- 
national Trade, the Union once more urged that "Japanese export 
restraint is needed in the short term to provide the American in- 
dustn.' with the breathing space it needs in order to retool and re- 
cover from the ills that have afflicted it in the last couple of years, 

•J41. Wnlff Ih nnngs. supra noH- 219. at 294 (staiemeiU of Frank U)Ca.scu.. Si-cro- 

;ai-\'-TrfasunT. Lol-ui 259. UAW). 
242 Ford ITC Petition, .smpra noWni, n\. ■k. 

241 W„lff fh'anncjs . .mpm note 219.- at 12-14 (testimony of V/i>ruifll Uir.si-n, Vice 

Prt'SHifni. Chrv.sler Corp.). 
244 r«,iiA- //t'unric/'v (Nov. 1980).. note 22t). at tiO. 

••4-) Id .it 62 .Vff aUo Dati/orth Hearings . .-ntprd note 219. at l.M (statement of 
Will .So)tt VK-e Presidonl. Government AlTair.s, Ford Motor Co.); id . at 
(Maten.ent of Pierre H. Gagnier. Financw.l Liaison Exeeut.ve. Chrysler 
Cor'p.). 

Viittik Hvanng^- (Mar mO]. supra note 220. at i>h. 
247'. Hent.srn fh'anugs. .■^upra note 220. at 4. .SVe a/.v, UAW IFC Petition, supra 



tiute 2.T2, at 27.1. 
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and warned that ''(cjoniinued unbridled expansion of the import 
share threatens ... [a] remarkable five-year transition pro- 
gTam."248 And, returning before the Subcommittee two months 
later, the UAW praised Senate Bill 396 — entitled ''A Bill To Impose 
Quotas on the Importation of Automobiles From Japan' —as legis- 
lation that ''goes a long way toward providing (breathmg space for 
the industry] ."249 

Management and labor also joined in arguing that quantitative 
barriers to foreign competition were crucial to break the bonds of 
buyer loyalty that both groups warned were arising between 
American consumers and Japanese producers. "(A] consumer 
who purchases a Japanese car now." Ford Motor Company claimed 
in its petition to the International Trade Commission, "is more 
likely to purchase another imported car in the future then (sic] ho 
is to buy any U.S. produced car."-i5o The result. Ford contended, 
was menacing: ''sales lost by a domestic producer to imports today 
carry with them the assurance that more sales will be lost in the 
fuLure."2r>i **The momentum of Japanese imports must be 
stopped," Ford demanded before the House Subcommittee on 
Trade, ^^or we will face a major, if not insurmountable, problem in 
recapturing lost consumers . . . ."252 Restricting imports, Chrysler 
argued before the House Foreign Affairs Committee in 1980, and 
again in 1981, before .he Senate Subcommittee on International 
Trade, was essential ''to maintain necessary standards of custome 
loyalty to U.S. pruducts,"25;i and thereby prevent ''serious perma- 
nent erosion in . . . customer loyalties. "254 

The Union echoed management's position on this point. Mr, 
Fraser told Senator Bentspn during the Joint Economic Commit- 
tee's hearings: 

24tt. Dan/orth Heanngs\ supra note 219, pt. 1, at 84 (statement of Douglas A. Fra« 
i>er. President. UAW). 

249. hi. pt. 2. at 143 (statennent of Douglas A. Fraser. President. UAW). 

250. Ford ITC Petition, smpra note 217. at 38-39. 

251. Id. 

252. Vantk Heunngs (Nov. 1980). supra note 226. at 62 (stat.'nnent of Ford Motor 

Cn.). 

2J^^ W(.[ff Hk-anngs. :mpra note 219. at 12 (statennent of Wendell Larsen. Vice 

FYfSHirnt. Chrysler Corp.). 
25)4. Ihinfnrth Hearings, supra note 219. at 138 (statennent of Pierre H. Gagnier. 
'k-<' FVesideni, Chrysler Corp.). Ford's Mr. McCannmon insisted that Anieri* 
an eixr buyers were less than rational: 

Well, part of the problt-nn right now, as I indicated, was a nnatter of 
ptTct ption among the public exactly what the situation is. In fact, 
.sonu* people are willing now to spend $9(X) more for an Accord, for 
fxaniple. than a Fairmont m order to save a nickel a day of gas .... 
Ii isn t always a rational decision that is going on out m the world of 
car biiving. 
Id. pi. 2. at 211. 
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1 might say in this connection, Senator, that one of the things that con- 
cerns me is that without that restraint, and if the imports keep increasing 
during the span of time when the American automobile industry is getting 
their house in order . . . there's likely to be a longer term problem due to a 
thing in the auto industry known as consumer loyalty. It is a very, very 
logical process. If vou buy a product and you are satisfied with that prod- 
uct, why risk the chance of changing? And you are apt to go back. 

And I think if we just stand idly by and let this matter develop natu- 
rally and normally, I don't know how we can ever turn it back 255 
Testifying before the House Committee on Foreign Affairs, the 
Autoworkers warned that such consumer loyalty and repeat buy- 
ing behavior portended more ominous, long-run effects; 

The continumg surge of imports into the U,S, threatens to have a last- 
ing detrimental effect. In the auto industry, a company's market share 
tends to be somewhat self-perpetuating because of the prevalence of re- 
peat buying. Moreover, as a company boosts its currei.t sales, its network 
of dealerships expands and future car buyers become more familiar with 
its products. This lays the basis for higher sales in the not too distant 
future.2S<^ 

Uke management, the UAW repeatedly emphasized that brand 
loyalty— as opposed to price — was an important key to Japan's suc- 
cess in the American car market.257 

4, Cost of Protection Less Than the Cost of Inaction 

Finally, management and labor agreed that the costs of import 
protection were negligible and were far outweighed by the costs 
which would result from a failure to protect the industry. The ar- 
gument was two-fold. First, there was no risk of triggering retalia- 
tory trade reaction because quantitative restrictions imposed by 
the United States would merely reduce Japanese overtime produc- 
tion. Second, increased production and emplQyment in the U.S. 
auto industry would generate increased government tax revenues 
while, at the same time, reducing public unemployment and asso- 
ciated welfare expenditures. 

Curtailing Japanese exports to the United States by one million 
units per year, Chrysler alleged, "will not threaten the jobs of Jap- 
anese workers. . . . The Japanese workers who have been work- 
ing on overtime would not bejaid off, There would be no need for 
any kind of retribution m trade/'^^s^ Mr. lacocca's proposed Na- 
tional Automotive Recovery Act — calling, inter alia, for import re- 

255. BenUen Hearings, supra note 220. at 6. 

•'56 Wolff Hearings, supra note 219, at 57 (statement of UAW). 

25?" See Danjortk Hearings, supra note 219. pt. 3, at 127 {testimony of Sheldon 
Fnedrran, Direetor of Research. UAW), Vanik Hearings (Nov. 1980), supra 
note 226, at 57 (testimony of Douglas A. Fraser, President, UAW). 

258. Wolff Hearings, supra note 219. at 12, 16 (staterr.?nt of Wendell Larsen, Vice 
PresKient. Chr\\sler Corp.). 
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ductions— *would not cause the layoff of single Japanese worker^ 
and it would not cause a trade war with Japan,"259 

The UAW endorsed management's position. It told the Senate 
Subcommittee on International Trade: 

Some have expressed the fear that actions to restrict imports from Japan 
would lead to retaliation. We don't think so. Restraint would not signifi- 
cantly increase the Japanese unemployment rate, , , , a reduction in ex- 
ports to the U,S, might simply lead to reduced use df overtime work, now 
running 12-14 hours per week in Japan.26^ 

In sum» the effects of import restrictions on Japanese production 
and employment would be only marginally signiflcant.26i 

On the other hand, the benefits of import restrictions for the 
United States would far outweigh the costs, A Ford spokesman as- 
sured the Senate Subcommittee on International Trade: 

This temporary restraint will not be inflationary. Even assuming as 
much as 15% higher prices for Japanese cars» the effect would be more 
than offset by savings in unemployment costs and by the added tax reve- 
nues which will follow automatically as gains in U,S, car sales put our 
plants and people back to work, American taxpayers already are bearing 
the $3 billion cost of auto-related unemployment and tax revenues lost to 
federal, state, and local governments. This really amounts to a subsidy to 
support extraordinary levels of car imports from Japan — hardly in keeping 
with the spirit of #crutini;-mg every dollar of taxpayer expense with great 
care."^^^ 

The UAW made precisely the same point, Mr, Fraser testified: 

Some have argued that it is costly to limit imports and to prop up the 
domestic industry. We argue that— with the high-mileage domestic small 
cars now available — the cost is not nearly as high as that of not saving the 
auto sector. 

Consider the costs of inaction. First, there are staggering losses in cor- 
porate tax revonues at all levels of governments. For example, in 1978, the 
Big Three paid some $2,5 billion in federal income taixes alone. The Big 

v.. . . 

259. Danforth Hearings , supra note 219, at 136, 

260. Id. at 85 (statement of Douglas A. Fraser, President, UAW). 

261. See Bentsen Hearings , supra note 220, at 13 (statement of Douglas A. F>aser); 
Vanik Hearings (Mar. 1980), supra note 220, at 75 (statement of Douglas A. 
Fraser, President, UAW); Wolff Hearings, supra note 219, at 57 (statement of 
UAW). 

262. Danforth Hearings, .^upra note 219, pt. 2, at 173-74 (statement of D.N. McCam- 
mon. Vice President, Ford Motor Co.). The companies further embellished 
this ar^fumeni by warning that accession to what— in the indu.stry's e.stima- 
tion — were "mode.si" claims would deflect calls for more extreme protection- 
ist measures (from unidentified sources) which would louci; off retaliatory'* 
trade wars. General Motors, for example, boldly declared its si ppon for "im- 
mediate and substantial reduction in passenger oar exports to the United 
States for a meanmgful period of time" as a means of stemming "protectionist 
pressures, both here and abroad, which could result m lasting harm to impor- 
tant world trading relajLionships." Id, at 243-44 ^ statement of General 
Motor.s). 
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Three's 1980 losses will make them eligible for some $3 billion in credits 
and refunds - a..swing of over $5 billion in federal tax receipts. 

Second, the difference between a healthy and a sick auto '"dustiy in 
governmeni-ftnanced unemployment insurance welfare. JRA. °od 
stamps, and foregone personal income tax receipts comes to about $6 

'"'compared to these public sector losses of some $11 billion for a year 
such as 1980 not to mention the immeasurable cost in human sutTenng. 
the cost of our proposals to temporarily limit imported cars . . • is 
small.'-^^^ . 
In short, a^rcording to both management and labor, protecting the 
auto industry from foreign competition was less costly to the na- 
tion than a, policy of inaction and nonintervention. 

5. Summary: Automobiles 

In the foregoing study of the automobile industry-, vertical 
power was found to coalesce around a demand for protection from 
foreign competition for a lethargic and unresponsive domestic au. 
tomobile oligopoly. As was the case in the airline and tru<:king irv 
dustries- fight against deregulation, auto companies and the UAW 
presented a remarkably unified front on a number of issues, on a 
number of occasions, and in a number of forums. ^ . , - 

The exercise of coalescing. power initially appeared to be only 
oartiallv successful. While, as indicated. Japanese producers 
^^eed in ieSl to restrict their exports to the U.S.. th s restraint 
was to be strictly limited to provide a breathing space of two years 
duration. However, whether or not the restraint will indeed be 
-temporary'" is open to question, as the expiration date of spring 
iSapproLched. the industry successfully urged that current im- 
nort restraints be extended in time and tightened in impact.^*"* 

Domestic content legislation currently before the Congress at 
the UAW's behest poses what may be the greatest challenge to the 
nosi-war "civilized" relationship between management and organ- 
fzed Tabor in this industry - If enacted, this ^eg-lat-n wou d in- 
stiiuie domestic content requirements-<.alculated as U... value 

added as a percentage of wholesale P^^^r-"PPl^^^^^^,^° 0^00 
manufacturers, foreign and domestic, producing more than 100^00 
units for sale in the United States.-"- Steeply graduated by sales 
volume, these requirements would reach as high as 90 percent for 



•>fn Danfnrth HeannQS. .mpra nolo 219. al 88-B9. 

rts w ... h nu.sl b. conlameci .n vohK-U-s sold m thy IJnu.-d btau-.s. Do'u.^ 

' .V,y H./nr, tJsutn-.rrnn. un Tmde ofttu- Horus, Comm. .n^ay.. uud ^U arw. 
'.Tih C-.n«.. -lud S..-s,s. l-U (1!)82) (Congressional Bud^.c-1 Otlico studN). 
/,i.alT-(i. 
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manufacturers with sales exceedin g 500,000 units,267 Their practi- 
cal effect,^ccor<ling to the Concessional Budget Office, *'would be 
the imposition of a rigid import quota of 100,000 units per year on 
each foreign auto producer"— a 65 percent reduction from current 
import levels,268 The potential divisiveness of this proposed legis- 
lation—urgently classified as.-a "top legislative priority" by both 
the UAW and the AFL-CIO — stems, of course, from the restrictive 
impact which it would work upon the expanding internationaliza- 
tion of American auto companies and their increased reliaq^e on 
offshore sourcing fpr components.sea Not surprisingly, therelb)p«, 
the "Big Three" have so far refrained from either endorsing or op- 
posing local content legislation, doubtless in an effort to avoid, by 
resort to diplomatic vagueness, a crucial test of the durabijMy of 
the "civilized relationship" between management and labor 



In steel, the drive for protection antedates the campaign in 
automobiles. Faced with what the industry viewed as a mounting 
import tide in the early 1960's, and after filing unsuccessful "coun- 
tervailing duty" and "antidumping" complaints with the United 
States Tariff Commission, it shifted its protectionist efforts to the 
/ legislative and public relations front. This strategy, supported 
from 1967 onward by the United Steel workers, eventually paid off 
with the signing of the Voluntary Restraint Agreement ( VRA) that 
went into effect on January 1, 1969,270 

Under the Voluntary Restraint Agreement, annual steel im- 



267. Id, 

268. !d, at 9. 62. 

269. Wall St. J.. Sept. 3» 1982. at 6. col. 4. Despite the potential divisiveness of such 
donriestic content requirements, the coalescing, tacitly collusive relationship 
between companies and the Union has to date bred a remarkable degree of 
solicitude. Thus, rather than outrightly declaring their opposition to such pro* 
posals. management has followed a more diplomatic tack, characterizing 
such legislation as constituting a distinctly "second-best" option. *The pro- 
posed legislation should be viewed as an instrument of last resort.'* Ford Mo- 
tor Company suggested, "to be considered when other measures to correct 
trade inequities and imbalances have been tried and have failed . . . Fair 
Practices in Automotive Products Act: Hearings on M R 5133 Be/ore the Sub- 
comm. on Trade of the House Comm. on Ways and Means. 97th Cong.. 2d 
Sess. 306 (1982) (statement of Philip Caldwell. Chairman of the Board. Ford 
Motor Co.). As an example of what a "more effective" policy might comprise* 
Mr Caldwell mtimated that "voluntary" import restraints might be extended 
into "the mid-1980s." Id. at 341. While likewise sympathetic to the objectives 
of[ic)mestic content requirements, the Chairman of the Board of General Mo- 
tors. Roger B. Smith, did not believe that such legislation was "the best way 
to achieve the objeciives we all seek." Id. ai 432. 

270. MuaMi, Import Restraints and Industrial Per/orrnance, MiciL Y.B. I.vr'L Lk- 



B. Steel 




(iAi. S'lvi). 38 (1979). 
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ports from Japan and the Europiean Community were limited to 5.8 
million tons each, compared to their then current levels of 7.5 mil- 
lion and 7.3 milUon tons, respectively. The Agreement also pro- 
vided for an annual growth of 5 percent in x\\e allowable quotas.27i 
It was described approvingly by the Chairman of the Ways and 
Means Committee of the United States/Mouse of Representatives 
as a "welcome and realistic step."272^/ 

Within three years, howtever tlje domestic industry found the 
VRA unsatisfactory? quotas had not been established, either for 
specific products or for individual exporting countries (other than 
Japan). Moreover, both the Japanese and Europeans claimed that 
^ fabricated structural steel and cold finished bars were not iftcluded 
in the VRA quotas, singe the quotas were expressed m terms of 
tonnage. Therefore, they rapidly expanded their shipments of 
stainless steel and other high-value products, to the United States 
market-*<iespite their promise to ' try to maintain approximately 
the same product mix and' pattern of distribution" as before the 
accord was signed.273. The effect «f this upgrading in imports, com- 
bined with the inevitable increase in the price of imported steel, 
was that the total value of steefimports was as high in 1970 as m 
. „ 1968, notwithstanding a 25 percent decline in the volume of imports 
during, the same period.2''* J 

As a result, the three-year e6ttension of the Agreement—an- 
nounced by the White House /n May 6, 1972— contained specific 
tonnage limitations on three categories of Specialty steels (stain- 
less, tool, and other alloys) and: sit the quotas at les', than their 
1971 import level. In addition, fabricated structural steel and cold- 
finished bars* were specifically . included in the Agreement. Also, 
the participants' agreed to maintain their product mix and their 
customary geographic*dis\ributi6n .pattern. Finally, a 2.5 percent 
(instead of the former 5 percent) annual increase m the allowable 
imports was to be applied to, the gl9bal tonnage allocated to Japan 
and the European E'cbnopaig Community (EEO.^^s 
. Unfortunately (for the protectionist?), the connivance between 
the domesti/ industry, the State Departmeht, and foreign steel 
producerfeitol limit imports triggered an antitrust suit by Consupi- 
. ^rs UhioA^Which charged that the VRA constituted a pnma facie 
conspir«% urtdei" the Sherman Antitrust Act.2"« While the Court 

271*. Id. at 38.39. 
272. Id. at 

fd. _, ' 

274. L. Wkiss. Cask Stuuiks In Amk^k an Industky (id ed. 19,1). 

275. Adams, jwprn note 270, at 39. c. i'Mo,r.nr- 
27f) Consumers Union of United States. Inc. v. Rogers, 352 F. Supp 1319 (D l>-C^ 

1973), ajTd sub nam. Consumers Uniun of United States, Inc. ^ . Kissinger, 506. 
F.2d 136 (D.C. Cir. 1974), oerf. denied, 421 U.S. 1004 (1975). 
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eventually ruled only on the State Department's authority to insu- 
late the agreement from the' antitrust laws, it left little doubt that 
the foreign signatories to the pact could be held accountable for 
participation in any'trade restraints.a?' In any event, the decision 
was clear Enough to persuade all concerned that the VRA should 
not be. renewed when it expired in May, 1975. 

After the passage of the Trade Act of 1974 which loosened the 
/ standards of proof in antidumping actions,278 renewed pressure for 
import restraints was crowned with success —at first, in the indus- 
try's stainless and specialty steel sector. Following lengthy pro- 
ceedings, the International Trade Commission ruled, in 1976, that 
the domestic firms were indeed injured by rising imports, and rec- 
ommended to the President the imposition of quotas on four cate- 
gories of specialty steel products.279 

Stating that quotas are an inflexible and relatively undesirable 
remedy for the supposed injury, the President gave Japan, the 
EEC, and Sweden ninety days to enter, voluntarily, into "orderly 
marketing agreements" with the United States negotiators before 
approving the Commission's recommendations.zso Under the 
threat, the Japanese gave in, signing a VRA on the final day of the 
ultimatum. Quotas were imposed, as threatened, with the Japa- 
nese benefiting and the EEC losing, as compared to the original 
, Commission recommendations.ssi 

Thjs arrangement for stainless and specialty steel producers 
was sobn followed in January, 1978, by a comprehensive protection 
plan for the industry's much larger carbon steel sector. The main- 
stay of the plan was the Trigger Price Mechanism (TPM)282 which 
established a thinly veiled price floor for nearly all imported steel, 
and was calculated quarterly on the basis of Japanese production 
costs, plus all exporting costs from Japan, plus an arbitrary per- 
centage mark-up for '^profits." Its avowed objective was to raise 
steel prices in the U.S. market in order to give domestic producers 
a "breathing spell" from import competition.?83 

Here, as with the automobile industry, the protectionist cam- 

277. Id. 

278. See Ai)AMS & Dirlam. Import Competition and the Trade Act of 1974: A Case 
Study of Section 201 and its Interpretation by the International Trade Com- 
mission. 52 Ind. L.J. 535 (1977). 

279. Stainless Steel and Alloy Too.l Steeu TA201-5, U.S.I.T.C. Pub. No. 756 
(1976). 

280. See 41 Fed. Reg. 11.269 (1976). g 

281. Id. at 24,101 (to be codified at 3 C.F.R. § 4445). 

282. 42 Fed. Reg. 65.214 (1977) (to be codified at 19 C.F.R. § 141). 

283. Findings of the Depanment of Treasury with Regard to the Coverage of Wire 
Rod. Wire and Wire Products under the Trigger Price Mechanism 30 (April 
13. 1978) reprinted in Adatns. supra note 270. at 41. 
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paign jointly waged by the steel industry and organized labor 
rested oh itnes of argument characterized by an unmistakable 
trace of conscious parallelism.2M 



'284 The pattern in steel, however, did differ from that o( other mdustnes in at 
least one procedural respect. Steel evidenced explicit and outnght collusion 
between management and organized labon pretenses of independence, m 
other words, were immodestly dispensed with. 

For example, while addressing the Economic Club of Detroit in 1968. the 
• ' president of the Aiherican Iron and Steel Institute, Mr. Jcho .p. Roche, was 
asked "Is Labor supporting the steel industry's quota position . n a beneficial 
way?" "Happily." he responded, the Union had abandone'd its free trade 
stance to join with management: 




The Steelworkers last spring and summer coiHd see that this was 
no longer just a r itter for pleasant academic discussion, that there 
had to be some Ut to imports, and happily as far as we re con- 
cemed. they jci. vilh us last October m our support of the bills 
that r before t.- ngress asking for a quota on steel imports. We 
thin ipport <s absolutely essential and It is not a perfunctory 

support ..c union's Washington office is working very closely with 
the steel companies in attempting to get increasing support from the 

Ad<SeTby3.P- Roche^F^esldent. American Iron ani Steel Institute, before 
The Economic Club of Detroit at 16-17 (1968) (hereinafter cited as Detroit 

'''sucf collu%n',JjrfoL acknowledged by I.W. Abel, president of the 
Steelworkers, at a 1972 conference: . ^ ^ , w ,r,«.,« 

tut traditionally had been the policy of the American labor move- 
ment to be great and staunch free traders. For some reason or other 
we prided ourselves on being able to expound that slogan. But in 
view of that tradition and that policy, it was the decision of your of- 
flceTs to jo" with the leaders of the Steel Industry to try to cx^pe wi h 
this problem, and we jointly went to the leaders of Congress, and to 

PresT RelS by LW" Abel. President of United Steelworkers of America, 
S at a News Conference at the Joint Conference on mports and Produc- 
uvuv Washington, D.C. (Dec. I, 1972) (available at United Steelworkers of 

^^Zt ^iSTaSmm anSbo"'^^ petitioned the office of the Special 
Trade . "^resentative" in protesting an alleged bilateral agreement covering 

teel Hows between Japan and the Common Market, l^am*.- '''^a^^f ^i?:; " 

.Aa note 295, at 313 (statement of Uoyd McBnde, President, Un> ;;d Steel- 
workers) In another instance, Steelworker president McBnde testilled that 
re -'mdustrv and the union have both advocated that there be an mterna- 

lonal mechanism to monitor steel flow and to provide safeguard re lef 
Snst market disruption. ' Id at 314. In July of 1977. Mr. McBnde and the 
S.l?denTof Jones & LauRhlin Steel. Thomas C. Graham convened a joint 
S'w conference on imports. "Uoyd and I are here today to «Peak wuh you 
ab^ut one of the most serious problems facing the Amencan steel industry, 
Grahlm began, ' [that being] the flood of steel imports into the U.S. mar- 

'''"\^n^f975,^the^otfand stainless steel industry and the Union jointly peli- 
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/. Symbiotic Govemment-BiLsiness Relationship in Exporting 
Countries T \ 

Like th^ir counterparts in the auto industry, spokesmen Tor 
steel companies and steel workers justifiedj their demand for pro- 
tection from import competition by pointing to what they alleged 
was the symbiotic relatipnship between virtually all foreign gov- 
ernments and their respective steel industriis. With the exception 
of the United States Government, both powdr blocs contended that 
foreign nations relied on their steel industries as instruments of 
national policy in pursuing such objectives ^s maintaining full em- 
ployment, increasing foreign exchange eaijnings, and shoring up 
their balance of payments. Because foreign steel producers were 
immune from profit and loss considerations, managf ment and or- 
ganized labor insisted that protection of the United States\teel in- 
dustry' was both essential and eqditable. \ 

In hearings before the Senate Finance pommittee in 1966, Mr, 
John P. Roche, president of the American Iron and Steel Insititute 
(AISI), charged the world's principal steel-producing nation^ with 
"using the great United States market as a means to further ^heir 
own social, political, and economic aspirations at our expehse*' 
through the expert of large tonnages lo the United State "at 
whatever price is necessary to get an order/'ass '^jhe foreign sWel 

. _ „ _ ^ \ 

tioned the International Trade Comnassion to restrain foreign competition in 
X specialty steels. See Statement of Allegheny Ludlum before the Internatioinal 
Trade Commission ( \977). Appearing before the House subcommittee in 1978. 
the Union s Mr. Sheehan declared that ^'President McBride of the Steelwoi^k- 
ers and Mrj^Speer. of the American Iron and Steel Institute^ are jointly seeH- 
ing from the Committee legislative support for an interriationafstef^l sector 
arrangement." Vanik Hearings (1978). infra note 290. at 107. "We have r^. 
cently submitted to the Department of Labor's Steel Sector Advisory Coni; 
mittee the joint union-industry proposal that there be no reduction of steej 
tariffs unless an international safeguard mechanism be developed.*' Mr* 
Sheehan explained. Id. 

A statement jointly issued by the Union and the American Iron and Steel. 
Instil .ite in 1978 cited "the senous nature of the worldwide steel crisis and 
the need for sector negotiations leading to the establishment of an interna- 
tional mer-hanism providing prompt and effective relief from market disrup- ' 
tion. * while urging that '^tariff cuts be made contingent upon the achievement i 
of a multilateral agreement leading to long-term resolution of world steel 
probiems"-^a proposal that compelled Congressman Gibbons to remark that ■ 
•'thai translates into a wodd cartel on steel." Vanik Hearings (1978). ir^fra 
now '.:fO, ut 113. 119. Similarly, the Labor-Management Committee for Fair 
Foreigi. 0 Tipetition~-<?omprising "24 companies and unions having offices or 
faciiitu ' .he Western steel market''— was established in 1970 and. in 1977. 
• brojpl^i * (he attention of the (International Trade Commission) the criti- 
cal ct)».diiians of the western steel industry" in calling for restraint of foreign 
competition. Vanik Hearings (1980). ir\/ra note 291. at 71-72. 
28.'). Steel Imports Hearings Before the Senate Comm. on Finance, 89th Cong.. 2d 
Sess. 269 (1966) (hereinafter cited as Long Hearings (1966)). 
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producer," Mr. Roche asserted, "functions under an economic sys- 
tem in which he feels bbUgated to maintain the highest practicable 
operating level regardless of his home market condition^, zoe 

The chairman of Armco Steel, Mr. C. WilUam Verity, argued in 
1973 before the House Ways and Means Committee that produc- 
tion costs are not the determining factor in steel export pnces^of 
foreign producers." Mr. Verity also ass<£rted that foreign produ- 
cers frequently '"price the product to get into our market in order 
to achievfe domestic economic objectives, such as inflov^^ of dollars, 
improved balance of payments, or maintenance of full employment 
of their steel mills."287 Said ?4r. Roger S. Ahlbrandt, spokesman 
for the specialty metals industry and chairman of Allegheny 
Ludlum: 

PoUtico-economic poUcies of Western Europe, as a whole, and Japan 
have been designed to achieve continuous investmenii dependability ol 
raw material supply, and a maxinjization of foreign currency earnmgs for 
the indu stry by pubUc subsidy or o«/ership; trade protection and export 
incentive. ; carteUzaUon under pubUc guidance, maintenance of underval- 
ued curret.r^es, and prohibition or effective disincentives, via non-tanfl 
barriers, to hinler significant investment or import penetration of their 
domestic steel taarkets by American producers.288 
' Consequently," Mr. Ahlbrandt concluded, "they rxe better armed 
to 'go for the ju,gular' . . . as their national policies dictate . . . . 

"We operate in a world market where over 70 percent of the out- 
put is produced in facilities which are government owned or con- 
trolled," the chairman of the American Iron and Steel Institute 
reiterated before the Senate Finance Committee in 1974. There- 
forr-. "we must have adequate safeguards against floods of imports 
coming in at very low prices supported by other governments to 
further their own political and economic poUcies."2^ 

/-•i atl'^l" 5ee o/^o /mport Quotas Legislation: Hearings Before :he Senat? 
Comm. on Ftuance, 90th Cong., 2d Sess,, pt. 2, 839 (1967) I hereinafter cited as 
Long Hearings ( 1967 ) | • American Iron and Steel Institute. Backgrou.nd Mem- 
orandum on American Iron and Steel Institihe Steel Import Policy, 5. 7 (1967) 
Ihereinaftei cited as i4/5/ Bac;c{;round Wemol. ^. qo^ 

Trade Reform. Hearings Before the House Comm. on Ways and Means, 93<\ 
Cong., 1st Sess.. pt. 12, 3965 (1973) | hereinafter cited as Mills Hec.nngs 
(1973)1. 
288. Id. at 3974. 

290' Trade Refoym Act of 1973: Hearings on HR. 10710 Before the Senate Comm. on 
Finance. 93q Cong., 2d Sess.. pt. 4. 1081-82 (1974) (hereinafter cited ^s Long 
Hearings (1974)). See also Administrations Comprehensive Program For the 
Steel Indust J. Hearings Before the Subcomm. on Trade of the House Comm. 
on Ways : J Means. 95th Cong.. 2d Sess. 78 (1978) (statement Edgar B 
Speei- Chaiiman, American Iron and Steel Ihstitute), id. at 172 (statement of 
William H. Knoell. President. Cyclops Corp.); id. at 177 (testimony Roger 
Regelbrugge. President, Korf Industries) thereinafter cited as Vanik Hear- 
ings (1978)). 
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In 1979, the American Iron and Steel Institute retrod what had 
become a well-worn path. Testifying before the House Subcom- 
mittee on Trade, the president of the AISI, Mr. Robert Peabody, 
argued once more that ''[i]n most foreign steel producing coun- 
tries, the steel industry is an instrument of national and^social pol- 
icy. Steel has been exported at almost any price in order to 
maintain employment."29i *The facts are clear/' the president of 
Allegheny Ludlum, Mr. Richard P. Simmons, asserted before the 
House Subcommittee on Economic Development ih late 1981$ 
'*(w)e are unwilling combatants in a trade war, initiated by other 
nations to serve their own political, social, and economic pur« 
poses." 'The losers," Mr. Simmons v«med, '*will be all of us."292 

Spokesmen for the United S^ clAoikers wholeheartedly sup- 
ported management. ''[M]ost of these [steel exporting] countries," 
the Union asserted in congressional testimony on steol imports in 
1966, "have social practices which forbid or hinder lay-offs in times 
of reduced demands. So production schedules must be main- 
tpined. And th$ excess must be disposed of somehow, even at dis- 
tress prices."293 Foreign producers, Tjnion officials insisted, "are 
propelled by a co.mplusive urge to maintain production by ex- 
panding their share of the export market through drastic price 
sacrifices."^*^ 

The Union reiterated this argument in its 1977 testimony before 
the House Subcommittee on Trade: "Imports are not only a func- 
tion of productivity, wage rates, and technological innfcvation; To a 
growing extent they are also a function of social policies in foreign 
producing nations which are designed to insulate the foreign pro- 
ducers from the trauma of economic fluctuations."^^^ **Social obli- 

291. Problems in U.S. Steel Market: Field Hearings Be/ore the Suhcomm. on Trade 
of the House Comm. on Ways and Means, 96th Cong.. 1st Sess. HO (1980) 
(hereinafter cited as Vanik Hearings (1980)). 

292. Economic Health of the Steel Industry and the Relationship of Steel to Other 
Sectors of the Economy: Hearing Be/ore the Subcomm, on Economic Develop- 

lent of the House Comm. on Public Works and Transportation, 97th Cong., 
1st Sess. 99 (1982) (hereinafter cited as Oberstar Hearings]. 

293. Impact of Imports and Exports on American Labor: Hearings on H.R. I6»83J 
arid H 17,248 Before the General Subcomm, on Labor of the House Comm, 
cm Education and Labor, 89th Cong., 2d Sess. 201 (1967) (statement of United 
Steelworkers) [hereinafter cited as Dent Hearings]^ The Union recognized 
that unilateral restriction of steel imports by the United States would invite 
corresponding exclusion of U.S. steel abroad. Thus, the Steelworkers called 
for an international, multilateral agreement on dumping. "Dumping,*' accord- 
ing to the Union's suggested definition, would occur whenever exports were 
priced below *'going prices" in the markets receiving them — a definition 
which, if adopted, would effectively eliminate price competition. Id. at 201-02. 

294. Long Hearings ( 1967), ^^pra note 286, at 890 (statement of Joseph P. Molony, 
Vice President, United Steelworkers). 

295. World Steel Trade: Current Trends and Structural Problems: Hearing Before 
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gations to workers developed by legislation . . . and economic 
commitments to investments by foreign governments," the Union's 
representative, Mr. Sheehan, argued, "fuel their drive for ex- 
ports."29« "American steelworkers and steel companies," the 
Union contended, "are, therefore, faced with a competing social 
policy in addition to market economic competition."297 "The con- 
sequences of such an econpmic-social policy cannot be counter- 
balanced by pure competition in the American marketplace," the 
steelworkers concluded.^M 

Union representatives returned to this argument again in 1978. 
A policy statement on jobs and steel imports declared: 

We have not lost our markets to foreign producers who can sell in the 
American market at lower cost than American producers. Rather, we are 
losing our markets to steel dumped in the United States at prices far be- 
low what it costs to produce th*t steel in foreign mills. Foreign nations are 
exporting their unemployment to the United States by means of govern- 
ment loans, subsidies, and tax concessions which enable their steel mills 
to keep producing and ' selling to American consumers regardless of 
whether they make a profit, or even break even.299 
"All too frequently," Steelworker president McBride lamented 
before the House Subcommittee on Economic Development in 
1981, "our trading partners pursue social policies to protect em- 
ployment and capital, to the detriment of our workers and busi- 
nesses. "3oo "Unless we conduct ourselves in such a way as to deal 
with the problems other countries create for us," warned Mr. Mc- 
Bride, "it seems to me we are not going to be able to deal with the 
problems successfully."^^! 

2. Diversion of World Exports to the Unprotected U.S. Market 

Steel companies and steel workers— like their colleagues in the 
automobile industry— also supported their demand for protection 
bv pointing to allegedly ubiquitous protectionism abroad which, 
they charged, concentrated the full force of growing world steel 
exports on a large and unprotected American market. Underlying 
the problem of foreign steel exports to the United States, they con- 
tended, was a substantial, chronic, excess steel-making capacity 

the Subcomm on Trade of the House Comm. on Ways and Means, 93th Cong., 
1st Sess. 314 (1977) (statement of Lloyd McBride.^Presideni, United Steel- 
workers) [hereinafter cited as V'ani/c //faring* (1977)). 
29fi. Id. at 307 (statement of Jack Sheehan. Legislative Director, United 

Steelworkers). . . 

297. W. at 312 (statement of Uoyd McBride, President, United Steelworkers). 
■i<)(j ifi 

mi Vanik lleanngs ( 1978), JT^pra note 290, at 109 (testimony of John J. Sheehan, 

L«'«islative Director, United Stcelworkejs). 
3(i0. Oberstar Hearings, supra note 292, at 27. 
301. Id. at 40. 
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abroad. They claimed that this excessive capacity was due to two 
foreign governmental policies: industrialized nations have sought 
to maintain high levels of employment in their home markets; 
while developing countries have sought to invest in new steel ca- 
pacity. Protection of the U.S. market, company and union spokes- 
nien reasoned, not only would be equitable, but ^yould also deter 
"reckless" capacity expansion abroad. 

As early as 1966, AISI president Roche warned the Senate Fi- 
nance Committee that "we should expect that imports will con- 
tinue to be sold in increasing volume at whatever prices they will 
bring in the world's largest and freest niarket— the United 
States."302 The following year, AISI Chairman Worthington 
pressed the argument at a congressional breakfast sponsored by 
his trade association: **America is a prime target for these exports 
because the steel market in the United States is not only the larg- 
est and most diversified in the world — it is also the most open and 
easily accessible in the world."3<^3 As a result, he argued, **the 
United States market is thus being used by foreign mills as a kind 
of 'Bargain Basement' in which to dispose of their surplus produc- 
tion /'^o^ AISI's president, Mr. Roche, reiterated the argument in a 
1968 address to the Economic Club of Detroit, insisting that the 
**United States has been the nation most adversely affected by the 
growth in free world surplus capacity" because, inter alia , **this' 

country has fewer restrictions on steel imports than any other 
country."^o5 ; 

In 1977, the chairman of Armco Steel, Mr. Verity, warned of **a» 
secret arrangement whereby the Japanese agreed to limit exports 
to Europe. The result was a drastic steel trade diversion by the 
.Japanese from Europe to the United States.''^^^ The following 
year, Mr. Speer of the AISI, repeated charges "that a cartel ar- 
rangement between the European Community and Japan had 

3012. Long Hearings (lf)66), supra note 285. at 273. 

'M):\ Text uf speech by L B. Worlhinglon. Chairman. American Itoh and Steel In- 
stitute, at Second Annual AISI Public Affairs Conference Congressional 
. Breakfast. Washington, at 7 (1967) | hereinafter cited as Congressional Break- 
fast Addrt.s). 

304. Id. at H. Sey' also Time ^or A Netv Look at Foreign Trade, addross bv R, 
Blough. Chai. man of the Board, United States Steel Corp., before joint dinner 
meeting of th * Commence and Industr>' Association of New York, and World 
Trade Club, at ^ ' '>i7). 

'A j5. Detroit Kconomic Club Address, supra note 284. at 6. See also Long Hearings 
(.n)74). supra note 2^0. at 1081 (statement of Stewart S. Cort. Chaiman, 
American Iron and St(?el Institute); Tariff and Trade Proposals: Hearings 
He/ore th** House Comm. i-n Ways and Means » 91st Cong., 2d Sess.. pt. 6, 1756 
( V.yH)) (Statement of Cieorge A. Stinson. Chairman, American Iron and Steel 
Inj.TUute) I hereinafter citod as Mills Hearings (1970) |. 

:m. i'(i..ik 'fearings (1977). sripra note 295. at 317. 
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^caused a subsUntial amount of Japanese steel to be directed into 
the United States, rather than to European markets."307 Again m 
1979, the charge was trumpeted before yet another congressional 
committee: ' - 

FaUure to deal adequately with the Japanese- European cartel has led, 
as predicted, to a proliferaUon of simUar arrangements. Today, bUateral 
asKements >xist between Europe and 18 different naUons. Thf central 
feature of these agreementt is a quantiutive restriction on steel exports 
to the European Community. This Umiution appUes not just to overaU 
deUveries in Europe, but on a product-by-product and region-byrregion 
^ basis, with shipments being phaied over time. 

In addition, the signatories are committed to observe Commumty pnce 
Usts. less a specified percentage. In the case of developing countries such 
as BrazU. South Africa, and South Korea, forinsUnce, the deUvered pnce 
may not be. less than ^ percent below Commu'hity Ust prices for carbon 
steel products. ^" 

It should come as. no surprise, therefore, that these same naUons have 
signiflcanU:^ increased exports to the United States.** 
WhUe management was delegated the primary responsibility 
for making this argument, organized labor lent its support when 
needed. '*With other markets thus insulated," Steelworker presi- 
dent McBride contended in 1977 before the House Subcommittee 
on Trade, "the relatively bare U.S. marketplace acts as a hghtening 
rod and we are forced to absorb the displaced trauma. J»9 At a 
" rtews conference jointly convened by the ^eelworkers and Jones & 
UughUn Steel in 1977, Steelworker president McBnde agreed with 
management's charge of collusion between Japan and European 
producers: "(the Japanese) have agreed with the European Com- 
mon Market nations to a quota system," asserted Mr. McBnde, 
"(lit leaves only one nation in the world for them to send theu: 
steel to and that is to the United States."3io "While the EEC bene- 
fited," Mr. McBride once again charged in 1981 before a House sub- 
committee, '^ve in the U.S. bore the brunt of their tnctive 
DoUcies."3»» Instead of protecting our national interests, the union 
president admonished committee members, "(olur government 
appears to be more interested in being an island of free trade m a 
sea of restrictions, protectionism, and subsidies."3i2 

Both management and union agreed that excess capacity was 



307. I^amJfc//eanr»y* (1978), *upra note 290, at 80. vr.^Ac,rirv a^o 

308. VanikHeanr^s (1980)..Tupra "ote 291, at 50 (sUtement of I. FVedem^^ 
Jr., Vice President and General Manager, Western Steel Division, United 

309 ?an" lMrtrS*Ti977). supra note 295, at 314. See also Mills Hearings ( 1970),, 
2pra "Item, at 1826 (sutemert of John J. Sheehan, Legislative Director. 
United Steelworkers). 

310. Vanik. Hearings (1977), supra note 295, at 314. 

311. Oberstar Hearings, supra note 292, at 27. 

312. Id. 
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the crux of the problem. "Steel mill products are not being im- 
ported into the United States primarily because there is a. great 
need for them here," the president of the American Iron land Steel 
Institute contended before the Senate Finance Committee in 1966, 
"but rather because foreign production is in excess of home mar- 
ket needs."''i3 Mbreover, the problem was likely to worsen owing 
to the policies pf developing nations: 

• The ever-growing excessive foreign steel capacity and production, the 
results of which plague the American steel industry, is augmented by the 
race in many less-developed countries to attain self-sufHciency in steel 
production. The less-developed countries have also built steel capacity at 
a rapid rate for the purpose of improving their own balance of payments 
situation and also as a status symbol irrespective of domestic demand.^^^ 

The "excess capacity" theme was repeated in a 1967 background 
nriemorandum dehneating AISFs import pohcy. "Present imbal- 
ances in world st6el trade are caused primarily by the large exc^s 
of capacitjs*' the memorandum declared: 

What is more, planned expansion for the future will certainly not diminish 
and may, in fact, aggravate the problem. A' major part of this new capacity 
was installed in Western Europe and Japan aft* World War II~much of 
it within the last Ave years— ^nd some of it has been built expressly for 
export purposes. 

The continually growing excess of steelmaking capacity in industrial- 
ized nations abroad is further complicated by the construction of steel< 
making ;olants in many developing countries. In the last decade some 20 
countries have joined the ranks of the steel produceris for the first time 
and more are coming.^^S 

Indeed, AISI supported its demand for.steel tariffs by suggesting 
that they "would encourage other nations to fit their steelmaking 
plans more realistically to world requirements."3i6 

In 1973, the AISI chairman, Mr. Cort, again cited "(clhronic ex- 
cesses of foreign supply over foreign domestic requirements*' as a 
major cause of the "steel import problems."3i7 Another AISI 
spokesman, Armco's Mr. Verity, underscored what he construed as 
the ominous and economically irrational trends ih developing 
countries. "They have been disruptive to the U.S. market/' Mr. 

313. Long Heahngs (1966), ^rupra note 285. at 269 (statement of John P. Roche). 
, "Much of this new capacity was installed in Western Europe and Japan after 

World War 11," Mr. Roche contended, charging "some of it admittedly has 
been installed for the express purpose of exploiting export markets, particu- 
larly the United States." Id. at 212, 

314. Id. Mt. Roche warned that 'planned expansion for the future will not dimin- 
ish and may, in fact, aggravate the problem." Id. See also Long Hearings 

4 (1967). supra note 286, at 828 (statement of John P. Roche) j Congressional 
Breakfast Address, supra note 303. at 7. 

315. AISI Background Memo, supra note 286, at 7-8. 

316. Id. at 2-3. See also Detroit Economic Club Address, supra note 284. at 6. 

317. MilU Hearings ( 1973). ^pra note 287Wat 3961-62. 
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Verity concluded, "and should not be encouraged."3»8 Ukewise, a 
spokesman for the specialty metals industry warned of I'unregu- 
lated and unrestrained foreign investment which is producing 
ovep-capacity in specialty steels."3»9 By 1978, the AISI character- 
ized such alleged excess capacity as not merely chronic, but "de- 
liberate."32o In 1981, the president of the Jortes & Laughlin Steel 
Corporation opined that "as long as we have this tremendous Eu- 
ropean overcapacity that is largely government-owned and govern- 
ment-subsidized, it seems to me quotas against European steel are 
a peculiarly apt tactic."32» 

Here, also, Steelworker officials concurred with management. 
"As world steelmaking ciapacity rose," the Union's Mr. Moloney 
told the Senate Finance Committe- in 1967, "steeUproducing na- 
tions, with insufficient domestic dem$nd, turned to foreign mar- 
kets to unload production from excess capacity ."322 "I emphasis^e 
apaift," Mr. Moloney said, "there is an extraordinary over-capacity 
in steel production . . (and it is] precisely this acceleration of 
excess capacity, which has outstripped world demand, .that has 
caused pronounced repercussions upon the American steel indus- 
try "323 Like management, he suggested that "limitations of access 
to the American market may decrease the tendency for overexpan- 
sion of world capacity."324 

Even a boom market is not likely to solve, and Aiay in fact exac- 
erbate, the excess capacity problem, Steelworkers' Mr. Sheehan 
told the House Ways and Means Committee in 1970: . ^ 
Th» overseas boom, which has given us brief relief from steel imports, will 
not last indefinitely. In fact, because part of thfs steel consumption boom 
has involved a vast expansion in overseas capacity, rising pressure )m 
foreign imports is inevitable as the overseas boon) subsides • • . • 

Worse: Because of the high current demand, most foreign producers 
are expanding at a feverish rate .325 
"So return to normalcy," Mr. Sheehan warned, "means return to 
excess capacity."326 

318. Id. ai 3968. 

319. /d. at 3973 (statement of Roger S. Ahlbpandt). - „ c, 

320. Vanik Hearings (-1978). supra note 290, at 80 (statement of Edgar B. Speer. 
Chairman. American Iron and Steel Institute). ^ ^ u . 

' T'l Oberxtar Hearings, supra note 292. at 12 (testimony cff Thomas C. Graham). 
322'. Long Hearings {\961). supra note 286. at 888. See also Dent Hearings, supra 
note 293, at 201 (statement of United Steelworkers). 

323. Long Hearings {1961), supra note 286. af889-90. 

324. Id. at 893. 

;525. Mills Hearings (1910), supra note 305. at 1926. ^ , 

326 Id. In this respect, th^ Union radically reversed a position "had earlier 
adopted Testifying before th» Senate Finance Committee in 1966, the Union 
maintained that, "as far as employment in the steel industry is concerned, 
the rate of national industrial activity is rfiuch more importam than the bal- 
ance of imports and exports. A prosperous year will increase employment of 
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Throughout the 1970's, the Union held fast to the above diagno- 
sis of the problem. In diverse forUms, it repeatedly maintained 
that "unreasonable imports" resuk from "international excess 
steelmaking capacity", that "excess steel capacity will overhang 
the world marketplace for several years"; and therefore, that an 
"international mechanism is neieded to achieve quick relief under 
agreed upon rules as a long term solution to the problems ol world- 
wide over-capacity . . . ."3i< 

' 3. Need yor Breathing Space to Make Adjustments \ 

Finally, steel companies and the Union argued that foreign 
competition deterred sorely-needed domestic investment! Only 
^with suitable protection by the government, they warned, would 
modernization of the U.S. %teel industry proceed. Once^gain, the 
argument paralleled that of the auto industry. ' 

Testifying before the House Ways and Means Committee in 
1973, the American Iron and Steel Institute declared that an "ade^ 
quate guarantee against both continuing and spasmodic disruptive 
increases In imports stimulated by the domestic policies of other 
countries is essential to the health of both the economy and the 
industry" and warned committee members that the 'threat of such 
increases is a. serious deterrent to expansion of capacity in this 
country in view of the large sums of capital,and the long planning 
and construction time involved."328 a spokesman for the specialty 
steel industry added that "American producers and U.S. capital 
markets are already reluctant to make future planned and re- 
quired investments and this reluctance promises to continue."329 

When next it resurfaced, the argument underscored the impor- 
tance of "breathing space." "During the long lead time, 5 to 8 
years, individual steel companies wilPneed to plan and carry out 
, the needed modernization of their plant and equipment," AISI 
president Peabody contended before the House Subcommittee on 
Trade, "the Government must take action to assure that imports 
do not continue to disrupt our domestic markers through either 

# 

steelworkers far greater than a surge of imports will reduce such employ- 
ment." Long Hearings (1966). supra note 285. at 237 (statement of Meyer 
Bernstein. International Affairs Director. United Steelworkers). ^ 

327. Vanik Hearings (\91^), supra note 290. at 106. 113-14, 

328. \fills Hearings (1973). supra note 287, at 3963 (statement of Stewart S. Con, 
Chairman. American Iron and Steel Institute). 

329. Id. at 3973 (statement of Roger S, Ahlbrandt. American Specialty Metals In- 
dustry). See also Long Hearings ( 1974). jrupra note 290. at 1057 (statement of 
Mark T. Anthony. Vice President and General Manager. Kaiser Steiel Corp.); 
Id. at 1081-82 (statement of Stewart S. Cort. Chairman. American Iron and 
Steel Institute). 
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quantity or price."33o "Only with assurances of this type," he 
warned, "will our competitive market system commit/sufficient 
capital to steel on the scale required to maintain a modfem mdus- 
tBV in this country."M» SimUarly, a United States Ste^l Corpora- 
tion spokesman urged "a Umitation for some temper^ penod in 
which the domes^c industry can regain its strength. 

Union officials, again, dutifully reiterated and re-emphasized 
management's arguments in a succession of public forums. In 
1970, the Union called for ao extension of voluntary restraint agree- 
ments "or for legislative protection to ajicomplish one of the stated 
purposes for the restraint, namely, to provide a lead penod for the 
industry to modernize."333 Questioned about the conglomerate di- 
versification of Big-Steel, tjie Union's representative, Mr. Sheehan, 
argued that lalJor Had joined with manage.ment on import protec- 
tion in order to assure that steel earnings would be reinvested in 
steel facUities: 

One of the reasons that industry gives for its need to diversify or to 
conglomerate is the fact that their share of our expanding market was be- 
' ine too rapidly seized by foreign imports. So the union jbmed with the 
industry and said, "Well let us guarantee or let us moderate that share of 
the market so as to keep investments of the steel industry in the steel 
, industry. itsell."33'» 



330. Vanik Hearings (1980), supra note 291, at 110. 

332. M, at M (testimony of John Mangan. Counsel. Western Steel Division. United 

States Steel Corp.).. , i u i ci,««i,a„ 

333 MiJls Hearings (1970), supra note 305. at 1827 (statement of John J. Sheehan. 
Legislative Director, United Steelworkers). . , . 

334 /d at 1829 Even the Union, however, could scarcely suppress its alarm at 
U S Steel's recent multi-bilUon dollar acquisition of Marathon Oil: 

A ' When reviewing the stat* of the steel industry, there is one matter 
that has drawn particula*ttention repently. both among those^n the 
private and public sectors.' Rep|atedly. in th"«Past two weeks, we 
have been asked for our comments on the efforts by y S- Steel Corpo- 
ration the largest ;employer of our members, to merge with Marathon 
Oil Corporate mergers are not new to the Amencan scene. Con- 
glomerate enterprise raises a host of public and private policy issues 
and extends weU beyond the mandate of this Subcommittee. We do 
not see such ventures as compatible with the need for remdustnaliz. 
ing the American enterprise system. Again, it is merely a t^nsfer of 
wealth made possible by the liberaUzation of tax laws for corpora- 
tions, and the wilUngness of corporations to use capital and debt to 
finance non-productive exchanges of assets. 

With respect to U.S. Steel's multi-billion dollar venture, our own 
preference is obvious. There is a vital need for modernization of 
■ steel facilities. Through modernization we can improve efficiency 
and enhance the competitive structure of the U.S. steel industry _ la 
*his way jobs can be preserved and product markets can be saved or 
trifivffd 

Not even U.S. Steel can boast of having a full range of modern 
technology in its mUls. Unless or until the Corporation undertakes a 
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Mr, LW. Abel, presfident of the Union, reiterated the €L^gument 
in his testimony befojfe the Senate Finance Committee ih 1973: 

You do not build a steel mill for $1 million. It now runs $500 million to 
build a modem integrated steel mill. This is just an awful lot of capital to 
raise and to invest and, when there is the danger of foreign competition 
taking all of the business from you, it is hard to raise that kind of 
money.^35 

Union spokesmen insisted, as had management, that import pro* 
tection was essential if modernization was to occur, ''We need im- 
mediate relief,'' USW president McBride urged in 1977, ''so that the 
industry can undertake the task of modernization without having 
its domestic ^markets Stolen during the process."33« Citing the 
"desperate need to modernize some of the older mills, particularly 
in older steel cbnrimunities," a 1977 union policy statement argued 
that "imports have not only cost us jobs, they hav^ caused so much 
idle capacity in our mills, in most of the last 15 years, that our in- 
dustry has had no incentive to modernize and expand, and many 
companies have lacked the capital to modemize.''337^ 

Finally, in 1980, in testimony before the International Trade 
Commission, management, and union agreed that "disruptive" 
$teel imports have a deleterious effect on "the rate of moderniza- 
tion, the addition of new capacity, and the ability of our industry to 
generate necessary investment capital," and that such imports 
constitute "a significant discouragement to capital investment,"^® 



full modernization program, it risks the goodwill and trust of its em< 
ployees and of those outside the industry who are convinced that a 

revitalization of our steel base^i>r the U.S, is feasibler 

Oberstar Hearings, supra note 292, at 27 (sUtement of Lloyd McBride, Presi- 
dent, United Steelworkers). 

335. Long Hearings ( 1974), «<pra note 290, at 1340. 

336. Vanik Hearings (1911), supra note 295, at 313. 

337. Vanik Hearings ( 1978), «4pra note 290. at 109 (testimony of John J. Sheehan, 
Legislative Director, United Steelworkers). 

338. United Steel Workers, The Impact or Steel Imports on Domestic Em* v 
PLOYMENT, U.S. iNTERNATloNALf Trade COMMISSION 4 (1980) (testimony of \ 
John J. Sheehan, Legislative Director). See also Oberstar Hearings, supra » 
note 292. at 28 (stattment of Lloyd McBride, President, United Steelworkers). 

Two additional points should be mentioned in this context. First, Union ^ 
concerns regarding investment and modernization are not limited solely to 
the alleged financial needs of the companies. Import competition, of course, 
undermines the Union's bargaining power — a phenomenon graphically at* 
tested to in a'1967 position paper distributed by the Steelworkers: 

[ Imported stej^l I is resented all the more, because it is a kind of scab 
steel that is corning in.^It*s steel which weakened our collective bar- 
gaining position 'xnd interferes with our negotiation of satisfactory 
. agreements. Foreign steel makes a breakdown in contract negotia* 
tion a kind of suicide pact, for a (ulUscale strike, such as we had in 
1959. could easily turn the major part of the American mac^et over to 
overseas producers. ^ 
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4. Summary: Steel ' 

As shown above, powfer wielded by firms in an oligopolistic out- 
put market conjoined with power of organized labor on the input 
si4e to demand governmental neutralization of foreign competi- 
tion This exercise oi coalescing vertical power has been success- 
ful in o'btaining a suOcession of "voluntary" restraints, orderly 
marketing agreements, and price floors to constrain and restrain 
imports.339 

/ Most recently, the industry has seized upon a compliant admm- 
ifctration and the threat of formal complaints before government 
Jfeencies as the topis with which to forge a world steel cartel^In 
exchange for American producers' withdrawal of more thanTorty 
trade complaints. Common Market 'producers collectively con- 
sented in late 1982 to submit to detailed quantitative restrictions 
on their exports of a broad range of products to the United States. 
These restrictions include limiting their combined share of U.S.. 
sales of carbon and alloy steel products to 5.44 percent; pipe and 
tube products, 5.9 percent; hot rolled sheet and strip, 6.81 percent; 
cold rolled sheet, 5.11 percent; plates, 5.36 percent; structurals, 9.91 
percent; wire rod, 4.29 percent; hot rolled bars, 2.38 percent; 
coatej sheet, 3.27 percent; tin plate, 2.2 percent; rails, 8.9 percent; 
and sheet piping, 21.85 percenL^-w And, as the chairman of ILS. 
Steel was quick to point out, this agreement "addressed only 30^ 
of our problems,"^'*' thereby serving notice thtft the industry would 
soon demand similar arrangements with Japanes^g^d other pro- 
ducers accounting for the remainder of U.S. imports.^-*?- In re- 
sponse, EEC coimtries announced that, in l^ght of restraints on 
their exports to the U.S., they too would move to restrict their im- 
ports from- other countries.343 Further, the Reagan administfa- 
tion-attuned to the dismay expressed by Steel work'er president 
McBride at the exclusion of specialty steels, from the ^LC cor~ 
pactL-recently negotiated a parallel, four-year arrangement in tl: 
field- as well.:«-H With regard to this latter development, a prominent 
busihess periodical was moved to remark that "seldom does an ac- 

' United Steelworkers of America. The Import Problem in Steel 4 ( li)70) (posi- 
: tx.n paper distributed at AFL-CIO Emergency Trade Conference). 
; Second the Union has not succeeded in squelching all dissent. The 
i American steel industry's sick because>kas failed to modernize. Ron Wie- 
isen of Local 1253 testified m 1981. concludinj^that "(ilmported steel nriay be a 
I symptom, but it is not the disease." Oberstar Heanngs. supra note 2<t^. at ^64. 

3;iS Adams, note 270. at 38-46. 

.'{40 iWall St. J.. O.-t. 22. 1982. at 3. col. 1. 

341. ' Bi.s. Wk.. Nov. 8, 1982. at 42. col. 2. 

342 Wall St. J..xupra note 340. at 3. col. 1. \ 

343 N Y. Times. Oct. 22. 1982. at 32. col; 1. 

344. i/d. at 36. col. I: Wall St. J.. July 1983. at 3. col. 1. 
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tion help so few, hurt so many, and anger nearly everyone."3« 

In this industry, then, coalescing vertical power has done more . 
than achieve protection from competition for a domestic oligopoly. 
It may yet become the catalyst for cartelization of world trad^ in r 
steel.346 

IV. SOME ECONOMIC EFFECTS OF COALESCING POWER 

The \drulence with which management and labor have fought 
for protectionism in thp pubhc as well as private sector affords a 
striking illustration of tacit vertical coUusion and coalescing power / 
in action. It also reflectis th^ common perception by both manage- 
ment and labor that iriamunity from competition confers private / 
benefits on/both groups and, therefor^fthat government protettipn 
from competition is in'Hheir rational — albeit, short-run — mutual ; 
self-interest. A brief review of the benefits derived by labor and 

I f management from protectionism explains the assiduity with which 

I ' / they have mobilized their coalescing power in the political arena. 

] f It also gives some indication of the social costs resulting from the 

\ i exercise of coalescing power. 

A. Airline Industry 

In the airline industry, for example. Civil Aeronautics Board 
(CAB>^ regulation has given management protection against com- 
petitive entry and competitive price cutting.347 While that protec- 
tion did not yield abnormal profits (because carrier pnergy was 
diverted into costlier service such as more flights, mor^ planes, and 
more frills ),»^ it did give management the freedom' to lead the 
quiet life and the discretion to charge exorbitant fares. This is un- 
derscored by a compjarison of fares and service in California and 
Texas— where entry is^possible and price competition permitted — 
with CAB controlled rates on interstate flights. Thus, Table 1 
shows that in 1976 a traveler betAveen Los Angeles and San Fran- 

345^^ . FoRTirNK, Aug. 8. 1983. at 55. ^ ' 

346. This is not to say that the Coalescence between management and organized 

labor is at all times perfectly complete. For example, the U.S. Steel Corpora- r 
tion s recent announcement of the possibility that it might injport slab steel 
.from-ate)ad for final finishing domestically was denounced by the Steel work- 
ers Union. Wall St. J., June 27, 1983. at 4, col. I. Yet, by fanning the Union's 
protectionist fever, this development may very well serve to further solidify 
the management-labor bloc against import competition. 

347. Kennedy Report (1975), supra note 17, at 77-141. 

348. /d.at'3. • " : 
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TABLE 1 

Comparison Beween Interstate and Intrastate FAREsf 



City-pair 



*Los Angeles-San Francisco 

Chicago-Minneapolis 

New York*Pittsburgh 

*Los Angeles-San Diego 

*San Francisco-Sacramento 
Portland-Seattle 



*Los Angeles-Sacramento 
Boston- Washington .... 
Cleveland-New York . . . 
Chicago-Kansas City . . . 
Chicago-Pi tt«^»irgh . 



*San Francisco-San D^ego — 

Detroit-Philadelphia 

Dallas/Fort Worth-New 

Orleans 

New York-Raleigh/ D^orham 
Columbus-New York 



*Dallas/Fort Worth-Houston — 
♦Dallas/Fort Worth-San Antonio 

Las Vegas-Los Angeles 

Chicago-St. Louis 



*Houston-San Antonio 
Boston-New York . . . 
Reno-San Francisco . 
r4iami*Orlando 



Fare 


Jples' 


Passengers 
transported^ 


Block 
time* 


$18.75 


338 


57.48^5419 




:55 


OD DA 




1,424,621 


1:06 


37.96 


335 


975,344 


1:05 


10.10 


109 


2,518,701 




:30 


Q 73 








:30 


22.22 


129 


1,217,381 




:35 


20.47 


373 


915,077 


1:00 


41.67 


399 


981,456 


1:07 




•110 


Qin Old 


1:25 


a7.96 


404 


813,235 


* 1:10 


41.67 


413 


972,543 


1:23 


26.21 


456 


399,639 


1:05 


45.37 


454 


313,439 ,^ 


1:25 


44.44 


442 


522,223 


1 


:15 


44.44 


423 


267,272 


1 


15 


47.22 


478 


294,682 


1 


18 


23.15/13.89 


239 


1.620,000 




50 


23.15/13.89 


248 


980.000 




50 


28.70 


236 


l.j81,466 




50 


29.63 


258 


953,604 




SO 


23.15/13.89 


)b\ 


490,000 




40 


24.07 


191 


2.493.882 




SO 


25.93 


192 


312.811 




46 


25.93 


193 


514,475 




40 



t Reprinted from Kennedy Report (1975), supra note 17, at 41. 

* Intrastate market. 

* Interstate markets: Coach fare. Intrastate markets; Economy fare. Source: "Offi- 
cial Airline Guide/' Feb. 1, 1975. 

^ Source: Book of Official CAB Route Map.s and Airport*to-Airport Mileages. Most 
entries are volume-weighted averages of two or more airport-to-airport mileages. 
^ Source: Interstate mai kets — CAB service segment data, special computer tabu- 
lation, reporting period from July 1, 1973 to June 30, 1974. Intrastate niarkets— Cali- 
fornia PUC form 1504 report, reporting period fronn Apr. 1, 1973 to Mar. 31, 1974. 
4 Average scheduled flight time. Source; Official Airline Guide, Feb. 1, 1975. 
^ California rr^rk^s include traffic to and from suburban airports. Los Angeles- 
San Francisco includes 12 airport<pairs for example: 

LAX-SFO !ft75 338 2,984,985 59.0 :55 
ONT^O 20.47 363 334,208 60.2 :55 
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Cisco (an intrastate, unregulatedroute) could fly 338 miles for 
$18.75 while a traveler between Chicago and Minneapolis (a CAB 
regulated route) had to pay $38,89 for roughly the same distantft^ 
Similarly, a tr^iveler between Dallas and Houston (an intrastate, 
unregulated route) had to pay a maicimum of $23.15 for 239 miles 
while a traveler between Las Vegas and Los Angeles (a CAB regu- 
lated route) paid $28.70 for 236 miles. 

As Table 1 shows, fares charged in Texas and California in the 
^ absence of regulation, were approximately 50 to 70 percent of the 
CAB controlled fares for similar distances and kinds of routes. As 
the Senate Subcommittee on Administrative Practice and Proce- 
dures observed, **(ejxperience in California and Texas suggests 
that less regiilation and more open competition would bring about 
safe air senace vnth substantially lower fares, more frequent 
flights, and fewer frills.'^s Obviously airline management saw 
that prospect as a threat to its vested interests. 

Also threatened by the prospect of deregulation was organized 
labor which found security under the protective umbrella that 
CAB regulation provided for the airlines. Regulation permitted 
the carriers 110^ only to charge exorbitant fares but to accede to 
persistent wage escalation for various1;ategories of airline employ- 
ees represented by the Airline Pilots Association, tho Transport 
Workers Union, andHhe Machinists. In 1963, as Table 2 shows, air- 
line employees as a group received an average salary of $7,781, i.e., 
1.7 times more than the $4,625 average earned by all workers in the 
economy. By 1976, the average salary for airline employees had 
risen to $21,500, or more than double the level of workers generally. 
The rate of increase over the 1963-1976 period ranged from 168 to 
217 percent for airline workers in contrast to 117 percent for work- 
ers generally. 

TABLE 2 

L^:vEL AND Trends in Domestic Airline Wages! 

All Airline Pilc.ls and 

All Workers^ Employees Copilots Mechanics 

Average annual salary 

1963 $ 4.625 $ 7.781 $18,272 $ 7.434 

1 976 1 0.027 2 1 .500 49.000 23.600 

Increase, 1963-1976 117^'; 176'*; 168'; 217''; 

* Sources: t'conomic Report of the President 256. 268 ( 1982) (all workers): Sta- 
tistical Abstracts of the U.S. d965 & 1978) (airune data). 
Total wage income divided by total employment. 

349. Id, at 40. 
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Clearly, collective bargaining in a gdivernment regulated indus- 
try, protected from "unbridled" competiti'^n, yielded supculent 
fruits for labor — as well as for management. 

B. Trucking Indn^ry ^ ^ 

In trucking, the same pattern is observable. Interstate Com- 
merce Commission (ICC) regulation' has given management pro- 
tection against competitive entry and competitive price cutting. As 
a result, the ICC granted new operating authority only where the 
proposed service would not divert traffic from existing carriers.aso 
^ Also, the ICC permitted imd, indeed, encouraged trucking firms to 
* join rate bureaus to fix rates on. particular shipments, and fre- 
quently suspended the lower^rates filed by independent truck- 
,ers.35i Not Surprisingly, the net effect of ICC regulation has been to 
raise rates above th^level which would prevail in the absence of 
regulation. 

A number of recent studies document this conclusion.?^2 One 
study, for example, found that average revenue per ton*mile Was 
6.73 percent lower in "unregulated" Canadian provinces than in 
regulated provinces and in the United States.^s^ Another study-- 
in what can be considered a controlled "before and after" experi- 
ment—compared trucking rites for frozen fruits and vegetables 
when they were classified as '^regulated" commodities to trucking 
rates for the same commodities after they were reclassified by the 
courts as hairing "exempt" status. Deregulating the carriage of 
these commodities resulted in a dramatic price decline: 12 to 59 
percent in particular markets for fresh and frozen poultry and a 
weighted average of 19 percent tor frozen fruits and vegetables. 354 
Yet a third study, based on a survey by the National Broiler Coun- 
cil, compared the rates on fresh poultry shipped by exempt carri- 



350. /f*nn*dy /import (1980), jupra note 17, at 30-31. 

351. Id. at 80-88. , , . ^ 

352. See,e.g.,Moor9, The Beneficiaries o/ Trucking Regulation, 21 J. L. & fccoN. 
(1978) (hereinaiter cited as Moore (1916)], Transportation Act of 1972: Hear- 
ings Be/ore the Subcomm. on Transportation of the House Comm. on Inter- 
state and Foreign Commerce, 92d Cong., 2d Sess., pts. 1-3 (1972) [hereinafter 
cited as Transportation Hearings]. See also T. Moore. Trucking Regula- 
tion; Lessons From Europe (American Enterprise Institute-Hoover Policy 
Studies. 1975). 

353. Sloss, RegJ.ation oj Motor Freight Transportation, 1 Bell J. EcoN. & Mgmt. 
Sci. 327 (1970). ^ 

354 Snitzler and Byrnes, Inter.state Trucking of Frozen FRurrs and vegeta- 
bles Under Agricultural Exemption (U.S.D.A. Marketing Research Rep. 
No. 316 (-1959)); Snitzler and Byrnes, Interstate Trucking of Fresh and 
Frozen Poultry Under Agricultural Exemp-hon (U.S.D.A. Marketing Re- 
search Rep. No. 224 (1968)). \ 



Q „ i 9 5 

Rir 



192 

1983) VERTICAL COLLUSION . 699 

ers with rates on cooked poultry shipped by regulated carriers.^ss. 
Over the same routes and between the same points, the um^egu- 
late(^ rates were found to be some 33 percent less than the regu* 
lated rates.^56 In short, cartelization under the aegis ofif 
government regulation had achieved predictable results. 

Also predictable was. the impact of trucking regulation on or- 
ganized labor, Aside from the benefits derived by drivers from the 
additidnal mileage covered as a result of "deadhead" hauls and 
circuitous routes, regulation*unionization seems to have 'resulted 
in significant wage increases in the industry. Thus, according to 
one study summarized in Table 3, compensation paid to drivers 
was ,more than 30 percent higher than that of their unregulated 
counterparts.^s*^ . ' ^ 

TABLE 3 

Average Asnval Employees Compensation in Regulated and 
UNREGUi ATED Trucking (1972)t 





Regulated 


Unregulated 


Percentage of 
Regulated 
over 
Unregulated 


All Class I— Properly 


$12,299 


$8,504 


44.6 


Class I— Property 








(Revenue $1 million — $5 billion) 


11.099 


8.504 


30.5 


Class II— Property 


10.033 


7.566 


32,6 



* Table reprinted from Moore (.1978). supra note 352. at 333, 
Source: 1 U.S. Bureau of the Census. SC 72-S-7. 1972 Census of Selected Serv- 
ice Industries, tab. 5. at 17 (1973); ICC Transport Statistics in the United States, 
releases 8 & A (pt. 7. released: Sept. 7. 1972). 



A 1973 study injdicated that the typical owner-operator (unregu- 
lated and not represented by a union) would earn about $11,125 for 
g 250-day work year, while J;he average compensation received by 
the unionized driver for a regulated Class I intercity hauler of gen- 
- eral freight was $17,249,358 After surveying these and oth^r studies, 
Thomas G. Moore concluded that: 

A conservative estimate of the impact regulation-unionization has on 
wages of truckers, helpers, and platform workers would therefore be'about 
50 percent. Some of the evidence suggests the gain could be as large as 55 
percent; the most conservative estimate is 37 percent. This implies that 



355. Transportation Hearings , supra note 352. 

356. Id. at 170. 

357. Moore (1918). supra note 352. at 32 (quoting U.S. Bureau of Census 1972^ 

358. D. Wyc'hof?^ & D. Majster. The Owner-Opkrator: Independent Trucker 36 
(1975) quoted in Moore (1978). supra note 352. at 337. 
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the gains to Teamster members would have bf en between $1 billion and ' 
'$J.8 biUion in 1972 3S» 

When the '*rents" received by the owners of ICC certificates and 
permits\$1.5 to $2 billion ih'1972) are added to'^the above figures, it 
becomes obvious that the s,take that management and labor had in 
continued regulation of the trucking was substantial.'«> It meant 
excess revenues for the industry of about 1(3.4 billion in 1972, d| 
which, according to Moore, between 74 and 97 percent constituted 
•monopoly '*rents" accruing to capital and labor.^^ 

C. Automobile Industry 

° Since the end of World War II, automobile prices hayejollowed 
a typical oligopoly pattern — ^their outstanding characteristics being 
uniformity and upward rigidity As Table 4 shows, the averafi[e 
retail price of new cars, including. i^iports, increased from $3,200 in 

TABLE 4 / 

New -Car Prices, Import Penetration in the U.S. Automobii^e 
* Market, and Consumer Price Index! 





Average Yearly 
Retail Prices 




Market Share of 




Index of Average Retail 


Imported Cars 


w 


(dollars)* 


Prices for New Cars 


(percent) 


1967 


$3,200 


100.0 


9.3 


68 


3.240 


101.3 


10.3 


69 


3.400 


106.3 


11.6 


70 


3,430 


107.3 


15.2 


71 


3.730 


116.6 


15.3 


72 


3.690 


115.3 


14.8 


73 


3.930 


122.8 


15.4 


74 


4.390 


137.2 


15.9 


75 


4.750 


148.4 


18.3 


76 


3.470 


170.9 


14.8 


77 


6.120 


191.3 


18.6 


78 


6.470 


202:2 


17.7 


79 


6.950 


217.2 


21.9 


•80 


7.530 


235.3 


^ 26.7 
^ 27.3 


81 


8.850 


276;6 


82 


9,750* • 


304.7 


28.1*** 



t Price statistics available from National Automobile Dealers Associations; im* 
port statistics available from Ward's Automotive Reports. 

\ includes price of itpported cars 
iaiverage for first 8 months 
average for first 10 months 

359. * Moore ( 1978) » «*pra note 352. at 539. 

360. /d. at 342. 

361. W. 

362. See Senate Judiciary .Subcomm. on Antitrust and Monopoly. Administered 
Pnces of Automobiles, S. Rep. No. 351, 85th Cong.» 2d Sess. (1958). 
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1967.to $9,750 in the first eight mohths of 1982, or more thart 200 
percent.363 Apparently management was loath tb abandon its poU 
icy of persistent ^rice escalation in spite of the 1974/75 recession, 
the 1980/82 depression, and the 200 percent increase of the import 
share in the U.S. domestic market. Management's belief was that 
if foreign competitioft constituted a threat to its market coritpol, the 
"most efficacious ciire \yould be mandatory or *Voluntary" import 
quotas negotiated under the protective benevolence of the federal 
government In other words, the preferred solution was protection 
in the form of governmental restraints on competition. 

Organized labor's compensation policy during this period was , 
strikingly parallel to management's pricing policy. Between 1967 
and 1980, as Table 5 shows,364 hourly compensation in the motor 
vehicle industry increased 214 percent c6mpared to a 179 percent 
increase in manufacturing as a whole; output per worker increased 
39 percent compared to 35 percent in manufacturing; unit labor 
costs increased 127 percent compared to 107 percent in 
manufacturing. 

Charles L. Schultze, a former Chairman of the Presidents' 
Council of Economic Advisors, summarized the implications of 
this wage escalation record, stating: 

In the mid-1960s hourly employment costs (Wages and fringe benefits) 
in the major auto companies were about 20^r alfeve the average for manu- 
facturing industries. Every three years since, the labor contract negoti- 
ated betw* en industry and the union has widened the gap. By 1978 wages 
and fringes at the major auto companies had risen to almost 50% above 
the all-manufacturing average. Those extra costs were passed on in 
higher prices. 

Finally^ in 1979— faced with mounting interest rates, an incipient reces- 
sion, sharply higher gasoline prices, growing resistance to large American 
cars and increased in^ports from JApan— what did the industry do? It ne- 
gotiated a contract that by 1980 put auto wages and fringes about 60% 
above the manufacturing average.^^^ 



Obviously, thejfexercise of coalescing power brought consistent' 
short-run gains to both management and labor. But, as one might 
have predicted, these gains were tenable in the long-run only so 
long as effective competition could be successfully restrained in 
the final product market. Hence, as Schultze ruefully observed, 
''the UAW and the auto industry, calling attention to what is un* 
doubtedly a serious problem of import penetration, are urging the 
government to validate these gains, and to make possible the price 

363. See supra ^able 4. 

364. Michigan Fiscal and Economic Structure 170 (H.E. Brazered. 1982) (here- 
inafter cited as crazerj. 

365. V/all St. J.. Mar:h 20. 1981. at 24, col. 4, 
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TABLE 5. 

Indices of Hourly IIUbor Compensation, Output Per Em- 
ployee AND Unit'^Labor Cost in the Motor Vehicles Industry 

AND IN ALL MANUFACTURING IN THE UNITED STATES ( 1967-100) t 



> .„ Compensation Output Per Worker Unit Labor Cost 



YEAR 


Motor 


■ AU 


Motor 


AU 


Motor 


AlK 




Vehicles 


Mfgs. 


Vehicles 


Mfgs. 


Vehicles 


Mfgs. 


1967 


100 


100 


100 


100 


100 


100 


1968 


107 


107 


106 


104 


101 


103 


1969 


113 


lis 


105 . 


105 


108 


109 


1970 


122 • 


122 


103 


105 


119 


117 


1971 


139 


. 130 


117 


112 


119 


117 


1972 


148 


■ 137 


122*^ 


117 


' 123 


117 


1973 


159 


147 


123 


130 


119 


1974 


• 178 


162 


121 


121 


148 


135 


1975 


200 


182 


128 


124 


156 


147 


1976 


218 


196 


134 


129 


162 


151 


1977 


243 


212 


143 


133 


170 


160 


1978 


265 


230 


142 


134 


"187 


172 


1979 


284 


252 


139 


135 


205 


187 


1980 


314 


279 


1391 


135 


' 227 


207 



t Table reprinted from Brazer, supra note 364 at l*/b. 



Notes *The statistic in this cell was missing. It was conservatively assumed to 
remain the same as in 1979 (in line with all manufacturing although by rea- 
son of the severe depression in the industry there is reason to believe that it 
might have been lower. 

All figures are rounded, but calculations were made at the first decimal 
level. ' 
Because of data constraints, the series for all manufacturjing appli€|« to all 
employees* while that for Motor Vehicles applies only to production work- 
ers. However, it was possible to compare the output per hour series for all 
employees and for production workers in the auto industry throughout the 
entire period: they are almost indentical. Likewise, it was possible to com- 
pare the hourly compensation series for all employees and for production 
workers in "all manufacturing" for the last six years: they are very simii ar. 
Sources: The all manufacturing data are from the BLS. "International Compari- 
sons of Manufacturing Productivity and tabor Costs," May 20. 1981. For 
autos, the data are from the BLS. Indices of Output Per Employee 
(1967-100) in Motor Vehicles and Equipment" and "Estimated Hourly 
Compensation of Production Workers in the Motor Vehicles and Equip- 
rr. nt Industry, 14 countries, 1975-1980." With an adjusted cehsus erf man- 
ufacturing series going back to 1967. 

increases necessaiy to pay for them, with import protection/'^<*« 

In short, price/wage escalation, effectuated through the exer- 
cise olc^alescing power, is possible only in protected markets arti- 
ficially shielded from the impact of competition. 

366. Id, 
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D. Steef Industry ' ' * 

Prior to the burgeoning of steel imports of the 1960*s/and the 
long strike of 1959, the domestic steel industry used its formidable 
oligopoly power to engineer a persistent increase in ste€l prices.^^'' 
According to the Coanc^ of Economic Advisers, these price in-^ 
creases were a principal feature of successive cost*push inflations 
in the post-World War II period: 

Steel prices played an important role in the geneAl price increa$es of 
th^ 1350s. Between 1941 and 195l, the average increase in the price ol ba- 
sic sujel products was 9 percent pef year, twice the average increase of all 
wholesale prices; The unique ^behavior of steel prices was most pro*^ 

• nounced in the mid-2950's. While the whole^sale price index was falling an 
average of 0.9 percent annually from 1951 to 1955, the price index for steel 

' was rising an average . of 4.8 percent pec year. From 1955 to 1958, steel 
prices were increasing 7.1 percent annually, or almost three times a« fast 
as wholesale prices generally. No^other major sector shows a similar 
record.3^ ^ 

During the 1960*s, largely because of significantly intensifying 
import competition, the upwarcl pressure of steel prices was som^^t. 
whut attenuated. Betwe^ January, 1960 &nd December, 1968, a pe- 
nod of nine years, the composite stee! price index increased 4.1 
points—or .45 points per year/^^g Starting in January, 1969, how- 
ever, after the State Department had successfully persuaded the 
Europeans and Japanese to accept 'Voluntary" quotas on theic 
sales to the United States (that is, to enter into an informal inter-' 
national steel cartel), imports were ,cut back drastically and do- 
mestic steel prices resumed their pre-1960 climb. In the four years 
between January, 1969 and December, 1972, the steel price index 
rose 26.7 points— or 6.67 points per yedr.a^o stated differently, after 
the in^ort quotas went intQ effect, the annual rate of increase in 
steel prices \yas fourteen times jreater than it had been in the nine 
years prior thereto. Once again, through the use^ of coalescing. 
po^rer, managem^ent and labor have achieved their foreseeable 
goal: that is, the development of a protectionist economic climate 
under which both can thrive at an annual cost to the United States 
economy variously estimated at between 338 million and 1 billion 

• ■ ' - - ' ■ - ^ ■•" - 

,367. W. Ai>AMS. supra note 203, at 92-99. 

366. Council of Economic Advisors. Report to the President on Steel Prices 
8-9 (April 1975). 

369. Sei> Comptroller General of the United States, Economic and Foreign 
PoucY Effects of Voluntary RESTHAiNT Agreements on Textiles and 
Steel. Report B-179, 342 at 23 (1974) (hereinafter cited as Comptroller 
General). 

370. Id, 
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Tlfie Trigger Price Mechanism had similar consequences. «> Its 
•quantitative impact was substantial. Qn De^^mU^^r 7, ^977, on^day 
after the concept of^^krigger pricing was announced by President 
Cfarter, a^-stsel company executive 'stated that United States steel 
prices would be increased in the first quarter of 1978. , Shortly 
thereafter, a 5.5 percent increaser-redu(i:fed from an original 10.5 
percent increase— in the domestic price of basic steel.products was* 
jK>sted. This was followed by a further price rise of l.l percent in 
April, 1978.3W ^ ' 

On May 10, 1§78, the United States Treasury Department an- 
nounced that it was raising trigger prices by 5.5 percent on sheet, 
•plate, wire, and colji-flnished barSj 13.9 percent' on angles; 14 per- 
cenfon reinforcing barsj and 14.5 pfrcent on flat bars.^^a On Au- 
gust 2, the Treasury Department raised the trigger, prices by 
another 4.86 percent^ effective October 1, 1978»37* trigger price in- 
'creases for the calendar year 1978 totalled 10.6 percent. 

While domifstic steelmakers had raised their list t>ricQ8 by some 
9.5 percent as of October 1, 1978, steel buyers reported that the 
prices they actually had to pay increased by as much as 15 percent 
because, as the Wall Street Journal noted, "last fall's widespread 
discounting . . . evaporated.''^''* * 
. Th.a inflatioiiary impact on the United States economy was, of 
course,, profound. Considering only the original trigger prices an- 
nounced by the Treasury in January, 1978, the Federal Trade Com- 
mission, for instance, estimated the direct cost increase to steel 
consumers at $1 bimon.% An official of the Brookings Institute 
estimated that the direct pfcice effect could be as much as $1.5 bil- 
lion.a'" Kurt Orban, a steel importer and international expert on 
steel markets, found that the trigger price system had resulted in a 
veritable price explosion and estimated the increased steel costs to 
consumers at $4 billion.3''8 Finally, if the domestic steel industry Is 
to be beUeved in itf claim that imports have caused transaction 
prices to be $60 per ton below list prices, then estimates of in-, 
creased steel costs could range up to $6 bUlion. These estimates, it 
should be noted, were based on the trigger prices. 6f January, 1978, 



371. Magee. The Weifare Effects of Restrictions on U.S. Trade, Brookings Papers 

'645-701 (1972){ CoiiPTROiXER General, supra note 368, at 23. 
372., Adams, *upro note 270, at 42. 

373. '43 Fed. Reg. 20,020 (1978) (to be codified at 26 C.F.R. 5 31). 

374. 43 Fed. Reg. 33,993 (1978). 

375. WaU St. J., Sept 26, 1978, at 1, col. 1. « , t 

376. FfbERAL Trade Commission, The Untted States Steel Industry and Its In- 
ternational Rivals 559-85 (1S77). 

377. Wall St J., supra note 375, at 1, col. 1. 

378. AmeHcan Metal M/'j-ket, March 29, 1978, at 1, col. 3. 
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an4 do not, therefore, take account of "their 10.63 percent increase 
the following yeat. ' ■ ■ 

. ,Oi:ganized labor, of coursfu derived short-run gains from this 
protectionism, which permitted the steel industry to pl«y its price 
escalation game with virtual impunity. Between 1964 and 1980, as 
Table 6 shows, hourly compensation in ii on ancj steel increased by 
282 percent compared to 212 perceiat in manufacturing as a whole? 
output per hour fticreased 19 petcent and 40 percent, respectively; 
and unit * labor ccfet Increased 221 percent pnd 128 percent 
respectively.379. ^ , ' 

/ u TABLE 6 

Indices of Labor Compensation, Productivity, and Unit Labor 
Cost in Iron and Steel anr all Manufacturing for 1972-80 

' (1964-100) BSf THE UnFTED STATESt ' 



Hourly 



Compensation. Output Per Hour Unit Labor Cost 



YEAR Iron and All Iron and. All Iron and 



All 



Steel Mfgs. Steel Mfgs. Steel Mfgs 



1964 100 100 IOC -100 100 

1972 =161 153 116 122 138 



100 
125 

1973 176 165 121 129 145 ■ 128 

1974 • 202 182 124 ■ 126 163 145 

1975 . 23* 204 116 29 206 57 
•1976 257 220 120 m " 2!5 S 

1977 277 238 116 138 239 172 

1978 308 • 258 125 139 ' 246 185 

1979 341 283 124 141 276 201 

1980 382 312 119 140 321 223 



t Brazer, supra note 364, at 166. 



As was found to be the case in the automobile industry, the gap 
between hourly employment costs in the s^eef industry and manu- 
facturing as a whole widened; according to Charles Schultze, the 
cost differential rose from 25 percent in the mid-1960's to 60 percent 
in 1980.380 This record, when superimposed on constantly escalat- 
ing prices, meant declining competitiveness for the steel industry, 
and militated toward protectionist governmental restraints on for- 
eign competition— a bailout frqm the self-iniflicted injury wrought 
by the exercise of coalescing power. 

379, Brazer. cupra note 364. at 166. 

380. Wall St, J., supra note 365. at 24. col. 4. 
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V. CONCLUSION * • 

""The foregoing case studies document the eflftrts of a labor-man- 
agement coalition in four major- industries to secure governmentat 
A^straints on competition." The coaji^ion partners advocated ppsi- 
Uons that were uncannUy parallel akS subsUntively. ^distinguish^ 
able-. They advanced and endlessly reiterated arguments that 
were couched in virtually identical rhetoric. . 

Unless these case §ti»<}jw are egregiously unrepresentative of 
American industrial structlffe, some general conclusions and pub- 

-iic policy implications are o pTopo*: , ^ , 

1 In industries where producers possess monopoly (or Qligop- 

. oly)'power in the prcduct market, and where powerful trade un- 
ions dominate the reliant Ifebor markets, there is an almost 
irresis'table tendency toward tacit not, overt vertical collusidn 
CountervaiUng power-ostensibly a structural safeguard of ftfe 
public interest-is transmuted into coalescing power-a readjmt^- 
strument for subverting the public interest. ?] 

2 -Tacit vertical collusion and coalescing power are sustaina- 
ble onlv where product markets are immune from effective com- 

' DetiUon Hence, a paramount objective of the tabof^jndustnal 
Complex is to obtaiS and/or preserve governmental protection 
frorii competition in the fonn of entry controls, minimum rate regu- 
teUon immunity from Ihe antitrust laws, import res raints, etc.. 

3 The exercise of tacit vertical collusion and coalescing power 
^'ha«-both micro-economic and macro-economic corj^e.quences. On 
.the mS^o-eionomic level, it mUitates toward noncompetitive s^^^^^^^ 

ture in the affected indui^tries which, in turn, leads to noncompeti- 
tWe Conduct which, ultimately, produces' deficient industrial 

performance^ macro-ebonomic level; the most serious consequence 

of tacit vertical collusion is a seemingly "«<^o«^^°"%^^,® P^^ffl'in 
cumulative price-wage-price escalation-^an engine of cost-push in- 
fladon that^undermines t^ie effectiveness of macro-stabilization 
So cies As Professor Henry C. Simons of the University of Chi- 
cago r^^^^ oter three decades ago, the efficacy of such macro- 

SoSools ^ monetary and fiscal policy vitaUy hinges u^ 
economy's underlying micro-economic market structure. No 
amount of monetary or fiscal stimulation, he wrote, 

. will Bi.e us adequate employment or investment, if stratepcally situatt-d 
un,o?s and emerpriser monopoUsts insist upon utibzmg improved ue- 
TanS concStirs 7o incre.se thjir wagesand pnces rather^han to mere se 
««.«invmpnt investment, and output— or to hold up pnces wnert: im 
SedTechnolo^ irma^^^^ reducing costs. And there is no re^so^ 
X orgSed ^ducer groups, holding adequate o'fa^'^aVhpln^r 
nobtiS^l DOwer should, acting in their separate interest, forego the oppor- 
V .funS to^mprove their rel^ ^sition in such circumstances. They may. 
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to be -sure, injure themselves along with the community, all or most of. 
them being worse off by virtue of their restric.ive measures than if none * 
had practiced them. @ut each group may be better aft than if it alone had 
behaved less monopolistically, and, short of dictatorship aLone extreme 
and real competition at the ofher, there would appearldl>e rio means for 
or co-operative action from such groups as j, 
whote.'ioi ^ . > 

Simons concluded that "(tjhe inherent conflict of interest between 
each producer group and the comm' nity . . . must be reconciled or 
avoided, either by the discipline of effective intragroup competi- 
tion or by the dictation of absolute authority from above."382 

The only viable policy option, we suggest, lies in vigorous en- 
forcement of the nation's antitrust statutes to obtain and maintain 
structurally competitive markets— for the sakte of industry-speciflc 
performance, for macro-economic stabUity, and, perhaps not insig- 
niflcantly, for freedom from dictation of absolute authority from 
above. . 



0 \ 



381. .H. Simons, Economic Policy For A V^tE Society 115 (1948). ' 

382. Id. at 120. Professor plso.i recently arrived at a similar conclusion? "The 
most important macroeconcmic policy implication," to be drawn from his ex- 
haustive exammatioir of stagflation, unemploym<^t, and business cycles, he 
states "IS that the best macroeconornic poUcy is a good micro«fconomic policy 
.... If combinations domin^ite., markets throughout the economy and the 
government is always intervening on behalf of specul interests, there is no 
macroeoonomic poUcy that can put things right." M. Olson, The Rise And 
Decline Or Nations 233 (.1982). 
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National Training Incentivs Act 

H.R^ 5159 
Issuea for Diflciisaion 

♦ 

Charqa» Tt» Natiwl Trainino Incentives Act will be very coetly at a 
tifl» oi huge budget deficits. 

Rrtxittali This bill provides two approaches for retraining, neither of 
which require direct federal outlays. The first approadi, the IRA and annuity 
provisions, which allow workers to withdraw money from these aco9unts for their 
own retraining, builds upon an existing private finance ^t«». The seoond 
approach, the 25% tsx credit,- in contrast with federal training programs Miich 
rsquire one dollar in federal outlays for svsry dollar spent on training, would 
generate four dollars in private sector training for every dollar in lost, 
federal revenues. These, incentives will have no cdst to the federal Tteasury 
unless business and workers thmelves decide that more money nee<lv to be spent on 
retraining. ' 

This legislation also re s ponds to the need for U.S. businoss and industry 
to oonfMte in a global econony. Without a sufficiently trained work force, 
iMrica*s ccnpetitive pbsition will significantly deteriorate, resMlting in a 
lower standard of living for virtually all Mnsricans. Moreover, absent su:h 
policies^ increased protectionism would likely result, producing hi#^r costs to 
consumers for iAiported products. ^ \ 

■\ 



u This legislation doss not assist those most in need — low-inqprne, 
low-sKlil6d %«orkers. ^ 



LBGISIATIVE IMPACT 

jams' 

Brtxittali This legiilation is designsd to adiiress the problems associated 
with worker displacement. The low-inocme, low-skilled workers have been and 
are now the beneficiaries of numerous governmental initiatives, most recently the 
Job Training l^rtnership Act. ^ " ^ 

The 25% tax credit will help currently eniilcyed workers avoid future 
displaccmnt through increased «B|>loy«r-8ponsored retraining programs. Furthermore, 
the tax credit could be ussd by small businesses or unprofitable firms because of 
its cartfy-forward and carry-back provisions. Ths IRA and annuity provision 
provides individuals. who ars unemployed and collecting unesployment insurance 
with an increased capability to finance their own retraining without having to 
divert funds froa their own day-to^ income. At the end of 1982, overJL2 »i"}on 
individuals held ZRA accounts, with over five million of these held by indivickials 
with amual houeehold incomes bslow $30,000. 
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DOES RETRAINING HELP? 

.. C harge; Thoee who are ifaced with unenployment do not readily adapt to 
training nor do they have the flexibility or resources to undertake 
retraining on their own. 

Rebuttal: E^loyer financed retraining through tax credits will involve 
%»rker8 have a denonstrated ability to be trained and already function 
effectively in industry. The IRA provision, because it involves employee funds ^ 
creates an incentiv/j^whereby eivployees who seek retraining have a greater 
personal stake in U^selection and quality of their retraining. 

Moreover, in the 1980$ the wori( force growth rate will be only half as much 
as it was in the last decade. As a result, today's workers will constitute 
over 90% of the labor force in 1990* Also by 1990, over half of all U.S. . 
workers will be between the ages of 24 and 44 — the nest procKtctive years for 
workers. This represents a major opportunity to increase productivity if these 
workers^ can be adequately trains or retrained. 



IMPACT ON HOLPERS OF IRAs AND ANNUITIES 

Charge > withdrawals w9uld hurt those caTf)anies in the financial services 
industry that holJ IRA and annuity accounts. 

I Ptebuttal: Vtorkers who have IRAs or annuities would likely withdraw 
funds frcin their accounts if they were to be displaced from their eniploynent. 
Allowing this money to be used for retraining ..lU only shorten the time of 
displacement and encourage people to use their withorawals for training, becaa3^ 
of the lihtited penalties incurred by sur!*. withdrawals. 

Moreover, the effect on fina/Ncial institutions of withdrawals is off--^ 
set by provisions within the bill that allow the rate of returii to be adjusted 
according to the time the account was )ield. Canada has in place similar' 
legislation which provides f^ no Assessment of penalties for withdra%#als frtn 
these accounts. Neither the financial institutions nor the levels of 
participation have been adversely affected under the Canadian legislation. 
Purthennore, expanding ira investment funds to include retraining adds greater 
^ incentive to participate in IRA accounts. Lastly, individual withdrawals are 
limited to a maximum of $4,000 over any five-year period. 
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EWLOYER PARTICIPATION: 



to be 



Charge: A corporation and an indlvlckial cxwld pay into a joint acocxint 
» usee by t|>e worker in the event of displacement • 



Rebut tal: Uhder this bill there is nothing to prevent an onployer frcw 
contributing to an IRA for retraining or retirement. Moreover, under tne 
current IRA mechaniam, employers can contribute to an employee's retire- 
ment account. 

•me problem with other approaches, such as an Individual Training Account, 
is that they require joint employer-enployee participation, and that employees 
seeking such an account would depend upon the willingness ^J^^'^^^Jl^"!,^^ 
participate. As a result, the only way to enwre the establishment of a training 
ac^nt would be to mandate wployer-«rployee participation. "^^i^.J^^. 
to u5e creation of a riew aW costly payroll tax at a time when Congress is unable 
to raise funds to pay the nation's current bills. 



EMPUOYER INCamVEB 



Charge: Since an ervloyer can take a deduction for retraining, why is 
this legislation necessary? 

Rebu ttal: This bill recognizes that the inportance of investment in worker 
retraining is' similar to the importance of investment in RfcO and equipment. 
Specifically, the bill permits employers to deduct a portion of e«pl<v^ 
training and retraining expenses from federal tax liability. Firms could 
deduct froa their tax liability 25% of training costs '^^J^^?^^^^ 
training obsU of the prjevious five years. This differs substantially from a 
straight-line business-expense deduction, which could still be u«f» with tihe 
tax credit, but which fails by itself to differentiate one type of business- 
expense fron another. Moreover, the tax credit will not reward current^ 
retraining, but will reward retraining over and above a five-year average. 
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AN EXPLANATION OF THE 
HiE NATIONAL TRAINING INCtKriVES ACT X984 



Fundamental weaknesses in the U.S. work force were revealed during the 
last recession. Incentives to train or retrain workers v#ere virtually non- 
existent. Many of thoee displaced from their old jobs v#ere either ill-equipped 
to enter a new occupation or financially Incapable of acquiring new skills. 
Moreover, employers and workers alike were poorly served by the Etojoynent 
Service and by the nationwide system of unenployment benefits provided as 
Income lissistancet In nuny cases benefits ran out without facilitating a meaning- 
ful transition to gainful employment or to a new occupation. r , • 

The intent of tills legislation Is to provide incentives for^rker 
training, both through employer and individual Incentives, to examine the 
cost, feasibility, and expected benefits of a nationwide; job bank system, and to 
assess the possibility of using non-profit conmunlty-based organizations 
to assist lo^^-skllled individuals in finding work. 

Title I of the bill Is designed to assist structurally unemployed workers 
by allowing them to use for retraining funds invested In Individual Retirement 
Accounts (IRAs) or annuities. Itie bill permits an unemployed Individual or or.r 
who has received advance notice of layoff to withdraw wltlxxit the existing 10% 
interest penalty up to $4,000 tor the ^purpose of flnanr.l.ig occupational training. 



Any individual who is unemployed, has obtained job counseling wUhin the 
last year, and meets certain basic requirements under the unenployment com- 
pensation law may make witlxJrawals froni IRAs or annuities for training purposes. 
Hxjse who hove received a notice of layoff within six months may also make 
withdrawals. The Individual must first obtain employment counseling from a 
locajl employmert office before witiidrawals can be made; the enployp ir\t office 
then certifies in writing that an Individual is eligible to make s«ch withdrawals, 
using criteria established ijnder existing unemployment ccAflpensatldn law. 

Ttie certificate of eligibility, along with an Invoice or other eviderrt» 
ot enrollmt^nt from a qualified training institution, is then presented by the 
individual to the trustee (bank or other financial Institution) of the IRA or 
annuity. The amount needed (up to $4,000) is then issued to the training 
institution in the form of a voucher and is not taxable. Hie voucher can be used 
to pay ^ variety of expanses associated with the training program, ipcluding 
bor)Ks, tuition, fees, materials, arxi special tools or equipment. | 

Training programs that individuals may pursue under this legislation are 
in general any programs offered by a qualified institution (an institution 
of higher education, a poetsecondary vocati<yMl institution, a proprietary* 
institution of higher education, and tliose institutions meeting criteria 
established by the Secretary of Labor) winch pret>ares participants for ga nful 
e^pi^V^nt. Ttie statutory definitions of "training program" and "qualifi d 
institution" track those in existing law, and anti-discrimination provisions 
are applied to all qualified institutions and eligible training programs. 
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Title I also rentoves a disincentive against retraining by providing that 
any displaced worker otherwise eligible for unemployment oanpensation sJiall 
not be denied such payment due to participation in a training program. 

Title II of the bill permits eiffAoyers . to deduct frcm their tax liability 
251 of any skills training expenses in excess of the average skills training 
expenses incurred by the employer over the preceding five-year period. This 
provision is modeled ifter the existing 2S% R&D tax credit, enacted in 1981 
to encourage private research, and is designed to provide a tax incentive for .. 
new training programs sponsored, paid for, or conducted by employers. 

The- employer n»y apply the tax credit to expenditures for any state or 
federally registered apprenticeship program, any employer-run on-the-job or 
classrooq^ training program, any cooperative education, or any Otiwr program 
designated by the Secretary of Labor. The training tax credit conforms to 
existing carryback and carryforward provisions found in the tax code which 
apply to the R&D credi^t. 

Title ni of the bill directs tiie Secretary of Labor to report to CX)ngress 
within one year on the extent to which a nationwide job bank system can be 
expected to increase enployment opportunities in each state, its cost, and its 
adaptability to existing unemployment ^services. The Secretary must^'also assess 
in the report the feasibility of using' nonprofit, privately-operated job-reCerrt 
services -for the referral of individuals to jobs in low-wage industries where 
little or no skill is a prerequisite for er^ployment rather than using state 
employtnent sej^k/ice offices. Title III also authorizes funds to cover adminis- 
trative expenses incurred through the counseling and certification process; 
tliis amcxjnt ($37 miUipn) is equivalent to 5% of the current administrative 
budget for the U.S. Bnploj^nt Service. 



Title rv amends the Job Training Partnership Act to instruct Private 
Industry Councils (PICs) to make available throughout service delivery areas 
information 'regarding training programs. Title IV also provides that, for the 
purposes of determining eligibility for pell grants, any amount wittxjrawn from 
an IRA or annuity for training purposes as well as any amount received in tl^ 
form of unem^oyment compensation shall not be included as family income. 
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$1.00-15,000 

$15,000-50,000 

$5C,000-itnortt 



DOIVIDWL RETIRE>CWr MOOCKTS 
1982 Ratunii 

lr293,090 

8,221,566 

2,583,650 
TCnWL 12,098,306 



$1.00-15,000 
$15,0OiV.25,000 
$2S)000-S0,000 
$50,000<-fnore 



1OTAL 



1,293,090 
2,211,980 
6,009,576. 
2,583,650 

1775557355 



$30,000 and below 
'$30,000-inore 



TOTAL 



4,980,117 

7,118,189 
12,098,306 



$25,000 and below 

$25,000-50,000 

$50,000-nDre 



3,505,080 
6,009,576 
2,583,650 

TJ705B7355 



Source: Statistics of Incone Bulletiji: Deportment of the Treasury, Internal 
Revenue Sexvioe, Vol. 3, No. 3, Winter 1983-1984,. P. 18. 
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Tuesday, April 17, 1984 



LETTERS TO THE EDITOR 

The HaH Retraining Proposal 



Whik wt airMiwiUi Tht Potl't tai- 
torial Hittli ll«UiUnff Mm" 
IMwch 961 whidi Mted thai our pt»> 
pool M coapirid with Ihi Hart i^. 
proach *'«oiBd mltikiiiit tht p^yraO 
burdtn,** «f ^MicrM wHh |h« aMrtjon 
that wouldn't htip tha miHiom of 
worktit who don't h«vt « ratiromMit 
account or tnauit that the trahiinf la 
uacfid.** 

Tutt, aDowini displacad wbrktm touM 
JIU fttftda* lax-ftoa and without pMialiy, 
for ittrainim ii ontif a part of our onwpl 
approadi 1« hd^ pnMont ftitura «4dt- 
ipfigj dMplaoMMn^ our jmpoail aba 
Mudaa a tas aadit Ibr buain«Ma1a i»> 
tiain lhatr tiMii wotfc fioraib 

Thia would ba limflar tb tha ttiftinc 
RW tai ofditi and would parmit 
buainoaca In dtduct from thtSr tat li* 
ahiK^ 2S parcant of training coata 
abovt thair avoraga far tha last fWa 
ycait. In cootrart with currant fadaral 
ttilnihf prcgrami; whkh raquira ona 
doQar in ouUays for tvaiy doUar aptnt 
on rtUaininf» Uiit aj^inach wouhl |tn* 
arata four dollan in privata atctor 
'ttaininf for avfiy doOar in lost ravt- 



Thb approMh abo ramovea tha hiai 
in the tai coda aiaintt inv^itmaot in 
ttaininf. Ciiitint |Qy$rnmtnt iaa in* 
ccntivaa for busincaa invefttmtnt 



Inaarty ISO bSBion) att nora than 70 
timaa naalar than tht vahia (aboiA 
MOO MM of tai incantivw for 
worhartraiidm. 

Fiirtkar. at ptaaant, moot aUtaa pra- 
Mbit tatraliaM n^ a paraon ia col- 
Itctii^ WMApwyvant inautanoa. Thia 
diicoun«aa rabaininc and rvna up 
untnpkyMit outlayi. Our bill ra- 
mbvaa thia disincantivt. but tha adi*. 
torial (itQ> to "Mntion ^b aiyl tha fact 
that tha OU 'proviaioA in our nropoaal * 
would roach niUiona of houaeholda. In 
facti mS tUtialioa for 1982 ^ that 
mora than n miUion ptopla hold IRAii 
«^ ovtr 'ni Ptvcam oTthaaa'hald ^ 
individuda wHh lowar to middlt Wvtl 
houaaholdbtcoaaai 

LMt» ow approach ofTara tha beat 
chanca to anaura that Uainiag will ba 
uaaluL Decbiona rtgarding typa and 
Quality of traihini art boot mada by 
thoat who hava a diroci ttaka b tha 
bainlnr Our approach ttUbliahM thii 
h'nk by puttini into plact incpntivaa 
t^iat art trigiertd only whan buainaaa 
and worktrt decida for thamarlvaa to 
fimuKt additional akiUi trainina. 

BOXCUNGER 

UaHt9l«tMIUtHt|||.|%| 

NANCY JOHKSON 

Washington 
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DIGEST or DRAFT LEGI8UTI0N TO BE PROPOSED BY 
REPRESENTATIVE NANCY L. JOHNSON OP CONNECTICUT, PROVIDING FOR INCENTIVES FOR 
WORKER TRAINING THROUGH BOTH EMPLOYER AND INDIVIDUAL INITIATIVE AND TO -REQUIRE 
THE SECRETARY OF LABOR TO STUDY THE FEASIBILITY AND COST OF A NATIONAL JOB BANK 

Th« followinK ii a^di^eit: (section hy iection) of draft IcgiifSlfc ion 
which providei for **incenCivei tor worktr training through both enployer |ind«, 
individual initiative and to 'rei{uire th« Secretary -of Labor to itudy the 
. feasibility and coit of a Natiohia'l Job Bank.'* - ' o 

National Training' Incentivei Act of 1984 - Declare! that it ii the policy 
and^ reiponiibility of the Federal Government to encourage cooperation between 
employer! and employeei to" promote training program! which will aiiiit employees 
who might be diiplaeed from the work force in training for ■ trade or occupation 
for which preient and future ftmployment opportunit iei exiit. ^ 

Enumerate! congreiiional finding! with reipect to the inidequaciei of 
exiating employment and training programi, the. importance of luch programi to 
the national lecurity and economy, the* current funding of luch programi the 
impact of foreign. trade competition on the U.S. ecooomy and job market, and the 
inadequaciea of the unemployment compeniPlition lyitem. 

Title I; Withdrtwalt from individual Retirement Account! tnd Annuities 
for Job Training for Djtplaced Workert - En^^iclei a diiplaeed worker to apply 
to the Secretary of L^bor (Secretary) ^for certification of iuch individual*a 
■tatua an a diiplaeed worker. Dtffinei a "diiplaeed worker'*' ai any individual 
who, It the time of application for a certificate: (1) hai it lent 20 quartan 
of cdverage under title II (Old Age, Survivori and Diiibility Iniurance) of the 
Social Security Act; (2) hai received cmploy;^nt counseling within the pait 
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yt«r from an AS«ncy appr^^^t^ by Che StcrtCary; (3) ia rtceiving, or haa axhajacad 
cha righc ca racaivap rcfular Scaca uneKployaanc companaacion; (4) hta bacoaa 
unaaployad or haa raceivad noctficacion of tamtnacion of amploym^nc dua Co cha 

^parnananc cloaura of cha planc^or faciltcy ac which aaployad; okJ5) haa baan 
unamployad for aix moncha or iwra and haa liaicad opporcunicy for anployvant in 
Cha same or aimilar crade or occupacion vichin a reaaonable coimucing diacance. 

Permica diaplaced vorkara Co wichdraw amounca from chair individual racire- 
mi^ accounc or annuicy (IRA) to pay cha axpenaea (cuition» faea, booka, 

^auppliaap or required equipawnc) of an eligible craining pr'>gram. Limica cha 
amounc of auch IRA vichdrawal .co $4,000 par year (wich coac-of-living. adjuac- 
menca), ninua aggregace anounca diacribucad for craining expenae paymanca in 

43' 

Che four iamadiataly preceding caxable year|^/ Dafinea "eligible . craining 
program** aa ^a Craining program offered by an inacicucion of higher education, 
« poacaecondary vocacional inacicucion, or any other inacicuCion approved by 
Che Secrecary which preparea atudanca for gainful employwenc in a Crade or 
occupacion in which preaanc and fucure employment opporcuniciea exiac. Re* 
quirea Che 'Secrecary Co promulgate regulaciona for:. (1) cha qualif icacion of 
an educacional inaCiCucion Co offer e^ligibla crait^ing programa; and (2) cri- 
.ceria for dacarmir.ing whecher a job craining program quaiifiea aa an eligible 
Craining program under Che cerma ^of chia Acc. Direcca Cha SacraCaryi 'or 
purpoaea^of aeCemining whecher .cercain job craining programa qualify aa 
eligible craining programa, co conaider any deCerminacion relacing to auch 
programa aade by: (1) Che Adainiacracor of Vecerana Affaire or a Scace ap- 
proving agency for veCerana' educacional programa; (2) Che privace induacry 
council eacabliahed under Che Job Training ParCnerahip Acc or ocher official 
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« 

tmpwvd to ««k« d«tertttnationa und«r auch Act; (3) th« S«crttary of Cduca*- 

tion; (4) any State education agency; or (5) a nationally recognised accred- 
...... ^ . ■ 

iting agency which the Secretary deteminea to be reliabU. in evaluating^he^ 

quality of* job training programa. Diaqualifiea aity inati tut ion which diacri«i*- 

natea againat a displaced worker in 'providing job training, 

Requirea withdraw/ila from an IRA for training expenaea to be mM* only 

through the uae of a voucher iaaued by the aecountf truatee or inauranciS company 

cuatodian upon presentation to au^h truatte or cuatodian by the diaplaced ;;orker 

of a displaced worker certificate and fin invoice or atatement evi<htncing that 

•uch worker haa enrolled in an eligible training program. Seta forth require- 

aienta for the preaentation and redesptibn of vouchers for paysmnt of job 

training expenaea. Prohibita the aaaeasment of any penalty againat a diaplaced 

worker for withdrawala fron an IRA to pay training expenaea. ^ 

Providea that the participation of displaced workera in. an eligible 

training program shall not diaqualify auch workera for unemployteent compen* 

aation to . ' ich they are otherwiae entitled. 

Requires the Secretsry to minimise the snount of paperwork and time 

necessary to certify any individual aa a displsced worker or any training 

program as an eligible training program. 

Title 11: Amcndmenta to the Internal Revenue Code of 1^54 Relating to 

Employee Training - Amende the Internal Revenue Code to exempt dis.tributtona 

from an individual retirement account or annuity (IRA) of a diaplaced worker 

from any penalty tax if such distributions are nsde to pay training expenses, 

do not exceed th*? allowable amount, and are made in accordance wich the 

requirementa of thia Act, Incorporatea proviaiona of title 1* of thia Act 
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relating to the definition of displaced worker., treining expense., and anew- 
able IRA'diatribution. within the Interniil Revenue Code provision, relet inR to 
individual retirement account, and annuities. 

Allow, employer, a nonrefundable i'icome tax credit for 25 percent of the 
training ex^^nse. incurred in connection with the training of employeea under 
approved training programa. Define, "approved tra'ining programa" to include! 
(1) arty .pf.rentice.hip program regi.tered or approved by Federal or State 
agenci'e.;. (2) an employer-de.igned training program approved by the Secretary; 
(3) any cooperative education; W any training program de.ignated by the 
Secretary which i. carried Out under t.ie .upervision of an ,inst itut ion of higher 
education; or (5) any other " training program approved by tue Secretary. 

Sets forth rule, for the computet ion of training expense, eligible for the ' 
tax credit. Permit, a carryback and c«ryov«r of unu.ed training credit amount a. . 
Set. forth special tax rule, for the aggregation of qualified training expense, 
within a controlled »roup of corporations, allocatiofl of such expenaea. and 
«d.iu»tment. to the credit amount for acquisition, and di.po.ition. of a trade 
orbusine... Specifies that the training expense credit shall be in addition, 
to .any other deduction or credit allowed for the same expenses under the Federal 
.tax law. 

Title III! State Employment S ervice Responsibilities Certification and 
jt,ferral - Allocate, to the State, fund, to administer puMic employment office^ 
'which provide certification for displaced worker., labor m.rket and trailing 
information, and job search services. Authorises appro -r ia. ion. for FY 1985 

and thereafter. ' 

Direct, the Secretary to submit a report to the Confe;« on a computer ^ 
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bank system* y "^ ^^ 

Titlg XV: Miscellaneous Provisions - Amends the Job Training Partnership 
Act to direct the private |inJustry council established under such Act to make 
available information on job training programs throughout its service delivery 
area. 'Exempts such council from limitations orf expenditures imposed by auch Act, 
in providing such information, ^ ^ 

Excludes from the computation/ or the amount of the expected family 
contribution to a student for Pell GrantTt purposes any unemployment compensation 
received by such student or any IRA distribution used to pay training expenses 
of such student, provixJ^d such student is citified as a displaced wrker under 
the terms of this Act. 
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April 27, 1984 



Hr. Steven Kofman 
Executive Director 
The House Wednesday Group 
386 HOB Annex #2 
Washington, D.C. 20515 

Dear Steve: ' 

Thanks for meeting with our National Issues Committee. 
In the Conunittee deliberations the day following your 
visit, the consensus was quite positive on K.R. 5159, 
The National Training Incentives Act. We do have some 
comments on details that we think would be important to 
the purposes of the proposed legislation. 

First, we believe that improving the quality arid 
competence of the work force is a key factor in national 
economic survival and growth in the new world marketplace. 

Further, the role of employer-provifjed education and 
training the work force is \he mqmiL important single factor 
in the on-going development o^ a competent work force. Thus, 
we believe that we need mbre of it even though it is npw 
the largest element, by far, in work force retraining. 

One significfant benefit of the employer tax incentive approach 
is that the investment in our human capital would necessarily 
be strongly nf.eds-related because employers would be spending 
their own money for what they really need, not for obsolete 
or irrelevant training. 
• 

Assuming, the several wrinkles can be ironed out, otr 
organization will undoubtedly support. the legislation actively. 
I think this wovld be important to the' bill since our group 
represents the constituency that would be most directly affected 
except, of course, the overall work force. 
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1. We think it important that the employer tax credit 

be in addition to the present practice of treating training 
costs as ordinary business expenses. Otherwise, I'm afraid 
there would not ba sufficent incentive for many employers 
to participate. 

2. Regarding the employer tax credit, we strongly suggest 
that the definition of "training" be changed. Much of the 
best employee training, is not conducted in a "classroom, " 

per se. Sophisticated employee training is often accomplished 
very efficiently through methodologies such as computer- 
assisted instruction, labs, workshops, self-directed programs, 
etc . 

The term "supervised on the- job-experience" is likely to 
lead to trouble, 'too. Just about all "on-the- job-experience" 
is supervised so you could have employers reading that as all 
work qualifies for the tax credit which probably is not what 
you had in mind, "^e would suggest a definition of training 
such as we are using in our research project on t^ata gathering 
for employer-provi'ded education und training. It is contained 
in the enclosed memo we are uring for a field test on the 
questionnaire we*ve just developed. 

Unfortunately, as we explained at the meeting, current corporate 
practices in cost accounting for training leave much to be 
desired. Many employers have only the sketchiest information 
about what they spend for employee training, and among those 
who do, there is little consistency in format. 

I have just collected samples of training cost accounting practices 
from a group of our members and they hardly resemble each other at 
all. CI '11 be glad^ to r.how them to you if you like.) 

Thus, we suggest that the legislation prescribe' the kinds of 
expenses that would be allowable under the tax credit in some detai 
X know that prescriptive details in legislation has its drawbacks, 
too, but should this legislation be enacted, some direction to the 
regulation writers would be entirely in order. 

We know from experience with the Employee Educational Assistance 
tax regulations, that regulation interpretation can easily lead to 
widespread confusion, unintended results and tax court litigation^ 
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To help avoid some of the anticipated problems with allowable 
costs, we have enclosed a brief cllissif ication scheme for 
training costs* This is based on our previous work in this 
area and the sample cost "charts of account* we Jiave just 
reviewed. This might be simplified a bit more for legislative 
purposes, but we do suggest that the legislation include 
intent about what kinds of training cos^s would be allowable. 

3* I think our view could well be to support the use of IRA 
funds that the bill proposes, too, but we would like to see the 
IRA data you mentioned and are sending along. 

I hope this is helpful, and please let us know if we can 
do anything further. 

Thanks again. We do appreciate your initiative in what we 
see as virtually the first positive Congressional initiative 
that would directly build a more competent overall work force. 

Very truly yours. 



Rob«rt L. Craig 
Vice President 
Government Affaii 
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The National 
Individual Training 
Account Act 



Facts on: 

• The Program 

• Who it would help 

• How it would work 

• How it would be financed 

• Tax benefits 



Developed by the 

Northeast-Midwest 
Congressional Coalition 
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Economic Change 

New technologies, increased foreign competition, and 
the demand for new products and services have resuhed 
in baaic shifts in our national economy and structural 
unemployment throughout the nation's industrial heart- 
land. Just as a trained, up*to^te work force is essen- 
tial for a competitive America, the key to reemployment 
for many woikers is the acquisition of new occupational 
skills. 

The Gap in Public Policy 

Our current unen^oyment insurance system provides 
impoitant income support for displumed workers. How- 
ever, workers in this situatkm often do not have the finan- 
cial resources to purchase the retraining tljat could lead 
vj reemployment and an'equal or hi^r standard of 
'living. In many statr , unem^c^ed woikers actually are 
prohibited by law tarn enrolling in retraining pn^rams 
while they are collecting unenq>loyment inoinuice. This 
"catch-lT' forces laid-off workers to make the difficult 
choice between minimal income supr/yn for their 
famili^ today and getting dw training necessary to insure 
that their families will have adequate income tomorrow. 
For most unemployed workers this choice is meaning- 
less, because the temporaiy income provided by 
unemployment insurance is cnicial to meet family liv- 
ing expenses. 

Individual Training Accounts 

In 1983 the Northeast-Midwest Congressional and 
Senate Coalitions and the Northeast-Midwest Institute 
conducted a series of field hearings and a nation&l 
conference to explore the public policy implications of 
economic change and the employment and training 
needs of the region's woricers. During this agenda- 
building process. Individual Training Accounts (ITAs) 
were suggested as me way to address the needs of unem- 
ployed workers who have little prospect of returning to 
tltcir fomier jobs. 
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The National Individual Tmining Account Act was 
intioduced in Febtuafy 1984 by Represenutives Richard 
J. Durbin (D-IUinois) and Sherwood L. Bochlcit (R- 
New York), and has drawn broad bipartisan support. 
The bill offers an innovative, imaginative response to 
a pressing national priority, without creating a new 
federal bureaucracy or requiring sUggering appro- 
priations. 

The bill would allow woricers and employers to pu^ 
chase retrainirig insurance to be used if a worker becomes 
involuntarily unemployed. The program would be 
voluntary and self-financing. Equally inqwttant, re- 
training benefits could be used while the participant 
collects unen^li^ment insurance, so a minimum staiid- 
ard of family inconw need not be sacrificed during 
retraining. 

Key Features 

• Voluntary. Participation in the ITA program would 
be entirely voluntaiy ; both workers and their employers 
would have to agree to participate. 

• Self-financing. The program would be financed by 
contributions from employers and employees at the an- 
nual rate of 0.8 percent of the woricer's salary or $2^0, 
whichever was less. In addition, the ITA would operate 
like a whole lite insurance policy; workers who had pa^ 
ticipated for at least six months would be eligible for 
up to $4,000 of retraining coverage. Individuals whose 
accounts were worth more than $4,000 due to accumu- 
lated interest could draw up to the fiiU amount. This in- 
surance would be purchased dirough an annual assess- 
ment of $25 per account ($12.50 each from the employer 
and employee). The balance of the contribution would 
build up equity and interest over time until the account 
reached $4,000, at which point no ftinhcr contributions 
would be necessary. The account would continue to ac- 
crue interest after reaching $4,000. 
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• Flexible. ITA vouchers could be used to purchase up 
to $4,000 or more of training through a cenlf'ed educa- 
tional or training facility of the woricei's choice; under 
certain conditions up to $ 1 ,000 could be used for reloca- 
tion assistance. 

• Rational Use of Tax Incentives. Current tax incen- 
tives reward investment in future productivity through 
capital spending. ITAs would reward companies and 
workers for investing in the future through improved 
worker productivity. Businesses would receive a 125 
percent tax deducticm on annual contributions, and 
workers could deduct 100 oercent of (he contributions 
from taxable income. Funds unused by the woricer at 
the tinw of disiri)ility or retirement would be divided bet- 
ween the woricer and employer. Refunds would be sub- 
ject to taxes. For participants who did not draw from 
tiie ITA account during their woridng lives, the refund 
could be as much as $35,000. 

• Clear EUgiblUty Criteria. Participating woricers who 
lost tiieir jobs involuntarily and who were eligible for 
unemployment insurance could use ITA funds for re- 
training or limited relocation expenses. 

• Local Administration. The program would be ad- 
ministered locally through Employment Service offices. 
To assure ttiat individu«ls can purchase retraining that 
is consistent witii local labor market demands and that 
enhances individual competencies, participants would 
be required to receive job counseling through the local 
Employment Service before being issued a voucher. 

• Minimum Burden on Taxpayers. The administra- 
tive costs of the n A program would be financed tiirough 
an assessment of less than 1 percent on Uie ITA ac- 
counts -not by federal appropriations. The only co&t to 
tiie federal government would be lost tax revenues, and 
tiiese would be recaptured in part tiirough increased 
worker productivity and earning power and taxes on 
refunds to companies and woricers. 
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Answers to Some Important Questions 

Q* Who will benefit from the National Individual 
Training Account Act? 

A* This legislation would help a specific ponion of the 
labor force -those who are working but may need 
retraining at intervals during their careers to remain pro- 
ductive luid employable. The program also would help 
industry by upgrading the skills of woricers in areas with 
available labor. ^ 

Q* Who would pay for this new program? 

A. The program would be self-financing; that is, it 
would be paid for by thoro who benefit from it. Equal 
contributions would be muieb) ^^oriceis and employers. 
The program would require no new appropriations of 
tax dollars. Costs to the giivemment of administering 
the program would be paid by an assessment on ITA 
accounts. 

Q. Could workers withdraw ITA funds for purposes 
other than retraining or relocation assistance? 

A« No. ITA funds wcmld be held at the Treasury Depart- 
ment and invested in high-yield accounts in the name 
of the worker. These funds could be used to purchase 
vouchers for education, training, or relocation assistance 
for workers who become unemployed involuntarily. 
Unused funds would be divided between the worker and 
employer at the time of retirement or disability; in the 
event of a woriccr's death, the refund would go to ibt 
estate. 

Q. Would the ITA program be linked with the 
unemployment insurance sy.stcip? 

A# The ITA program would complement the current 
UI system; ITA contributions would be held in a separate 
account in the UI trust fund. Participants could use their 
ITA funds while collecting unemployment benefits. 




223 



'ITAs woula give needed balance to current 
U.S. tax incentives for business development, 
which overwhelmingly favor capital and 
technology investments as a route to produc- 
tivity growth. The third basic element -worker 
training -would be addressed in part by the 
National Individual Training Account Act. " 

Rep. Richard J. Durbin 

D-I!linois 

'Congress rarely has a chance to prevent the 
crises of tomorrow. ITAs would help ensure 
that in 1992 we wont still be trying to solve the 
problems we faced in 1982. ' 

Rep. Sherwood L. Boehlert 

R-New York 
'ITAs are the long-term key to giving our 
workers the .skills that will keep them 
employable and spur economic gro)yth. ' 
^ Rep. Mary Rose Oakar 

D-Ohio 



The Nonheast-Midwest Congressional Coalition is a 
bipartisan alliance of neariy 200 members of Congress 
from the 18 states that form the nation's industrial 
heartland. The Coalition seeks to inform its members 
about the regional impact of national policies and to 
influence those issues of greatest importance to the 
region. 

' For further information on the Coalition and the 
National Individual Training Account Act, please 
contact: 

Northeast-Midwest Congressional Coalition 

U.S. House of Representatives . 
530 House Annex No. 2 
Washington, D.C. 20515 
Telephone: (202) 226^3920 



